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PROCEEDINGS

CHAIRMAN CALIBOSO: Good morning.

I'd like to call this proceeding to order.

This is docket No. 2008-0083, Hawaiian Electric
Company's application for rate increases.

My name is Carlito Caliboso, Chairman of the Public
Utilities Commission. I am joined by Commissioner Cole and
Commissioner Les Kondo. We also have with us the Commission's
consultant, Scott Hempling, from the National Regulation
Research Institute; or, NRRI, and varioué staff members. And
today right now next to Mr. Hempling is commission staff
Carolyn Labkorte.

Would the parties note their appearances for the
record, pérhaps, starting with Hawailan Electric Company.

MR. WILLIAMS: Good morning, Mr. Chairman,
Commissioner Cole, and Commissioner Kondo, Mr. Hempling,
Thomas Williams, and Peter Kikuta appearing on behalf of
Hawaiian Electric Ccmpany. With me is Mr. Rckert Alm, who
will present the opening statement for Hawalian Electric.

MR. ITCMURA: Good morning, Chair Caliboso,
Commissicner Cole, and Commissioner Kondo. Jon Itomura for
the Division of Consumer Advocacy. With me tocday is Catherine
Awakuni, Executive Director; and, witnesses Mike Brosch, Steve
Carver and also Joe Herz; and, from our office, Dean Nishina.

CHATIRMAN CALIBOSO: Good morning, everyone.
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As you all know, we've --

MR. MCCORMICK: The DOD,

CHAIRMAN CALIBOSO: I'm sorry, what is it?

MR. MCCORMICK: This is Jim McCormick representing
the Navy and glad to be here with Dr. Kay Davoodi, who was
flown in from Washington, D.C. We're representing the
Department of Defense.

CHAIRMAN CALIBOSO: Thank you and welcome and scrry
about that.

As you know, we discussed how we're going to
organize this hearing at the prehearing conference. We have a
prehearing conference order that we issued on October 20th
that describes how we're going té conduct this hearing; so,
I'm not gding to go over all of that.

We did have Hawaiian Electric Company and the
Consumer Advccate waive cross-examinaticn on both witnesses
from the Department of Defense, Steven Hill and Ralph Smith,
so they'll not be appearing. That's by letters dated
Qctober 21st, 2009, as well as at the prehearing conference.

The schedule for the hearing is, as I said,
described in a prehearing conference in the Exhibit A attached
to the prehearing conference order; so, please, refer to that.
We will try to stick with that schedule as much as possible,
but we will need some -- we may need to have some flexibility

in applying that schedule.
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We will try to swear the witnesses inasmuch as
possible in the beginning; and, as we go from panel to panel,
if there are any witnesses who have not been sworn in, we need
to swear in those particular witnesses in at that time; so,
please, remind me if T miss that.

Are there any questions before we go further?

MR. WILLTAMS: No questions, Mr. Chairman.

We really much appreciate the fact that the
Commission has identified the panels and identified the nature
of the questions that will be on those panels.

This morning we filed a letter adding several
witnesses to panels based on the guestions that have been
identified. And if there are further questions that come up,
we will try to make those adjustments to the panel so that the
appropriate person is there to respond to the question.

CHAIRMAN CALIBCSO: All right. Thank you.

Are there any changes to the panels that are going
to be taking place today, Panels 2 and 37

MR. WILLIAMS: On Panel 3, T think, mister -- I
don't know whether Mr. Alm and Ms. Sekimura were listed, but
they are now listed on Panel 3.

CHAIRMAN CALIBOSO: Okay.

MR. WILLIAMS: They will be as a background
however, only i1f a broader overall question comes up where it

will be necessary for them to respond.
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CHAIRMAN CALIBCSO: All right. Thank you.

Any other changes to witnesses or additions?

Any cbijections to Hawaiian Electric Company's
changes here?

MR. ITOMURA: The Consumer Advocate has no
okjecticns.

MR. MCCORMICK: No Objectioné from the Department
cf Defense.

CHAIRMAN CALIBOSO: All right. Thank you.

All right. With that, we will start with the
opening statements, and we'll do the swearing in right before
the first panel.

On a second thought, I'm sorry, just to be safe,
let's sweér in all the witnesses now. So if you could
identify vour witnesses and then have them stand, and I'll
swear them in right now.

MR. WILLIAMS: Thank you, Mr. Chairman. And can I
ask Iris to keep track of which witnesses have been sworn in.
Thank you.

All the witnesses should, please, stand and then
we'll identify ourselves by walking around the room. All
witnesses who are present in the room please stand.

CHATIRMAN CALIBOSO: For Hawaiian Electric.

MR. WILLIAMS: For Hawaiian Electric.

Please, state your name, Mr. Alm.
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MR. ALM: Rocbert Alm.

MR. SEU: Scott Seu.

MR. YOUNG: Robert Young.

MR. GIOVANNI: Dan Giovanni.

MS. UNEMORI: Lynne Unemori.

MS. SEKIMURA: Tayne Sekimura.

MS. CHIOGIOJI: Faye Chiogioji.

MR. SIMMONS: Tom Simmons.

MR, HEE: Alan Hee.

MR. ROCSE: TLeon Roose.

MR. YAMAMOTO: Darren Yamamocto.

CHAIRMAN CALIBOSO: Just, please, remaln standing.

Mr. McCormick, you don't have any witnesses here.
Correct?

MR. MCCORMICK: Ncne for the Department of Defense.

CHAIRMAN CALIBOSQ: OQkay, thank you.

Mr. Itomura?

MR. ITOMURA: For the Consumer Advocate, we have
Mike Brosch, Steve Carver, Joe Herz, and not yet with us is
Dave Parcell.

CHAIRMAN CALIBCSO: We'll swear in Mr. Parcell when
he makes his appearance.

Do you solemnly swear that the testimony you're
about to give will be the truth, the whole truth, and nothing

but the truth?
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ALL WITNESSES: I do.

CHATRMAN CALIBOSO: Thank you. You may be seated.

MR. WILLIAMS: Mr. Chairman, Jjust one other matter.
Mr. Kikuta and I will basically be dividing up the panel so
you won't have to deal with more than one lawyer for a panel.

CHATRMAN CALIBOSO: I appreciate that.

MR. WILLIAMS: And Mr. Kikuta will basically be the
counsel for Panels 2 and 3. 1I'll be the counsel for Panel 1;
although, there's -- I'll probably be sitting here for
Panel 3. There are some panels, with the Commission's
indulgence, that I won't be present for, if that's
permissible.

CHAIRMAN CALIBCSO: That's fine. Thank you.

| MR. WILLIAMS: Thank you, Mr. Chairman.

CHATRMAN CALIBOSO: Anything else before we start
with cpening statements?

Seeing none, Mr. Alm?

MR. ALM: Thank you. Chair Caliboso, Commissioners
Cole and Kondo and Commissioner's staff Mr. Hempling.

I'm Robert Alm, Executive Vice President of
Hawaiian Electric Company, and I'll be making our opening
statement.

We are here before you in very difficult times.
Last Friday, had we wanted to file something with you, we

could not have because you were closed as part of the State's
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furlough process. I spent the day, as did many other parents,
trying to find enriching activities for my eighth-grader so
she just didn't have a day off from school.

These are unprecedented times for Hawaii., We are
struggling economically as we have rarely struggled before,
and the sacrifices and stresses run across the board; and,
still we are here to ask you to increase the rates that are
our customers pay for electricity. We do not do so lightly.

We talk to our customers every day, and they are
our number one concern. We know better than most what they go
through in the areas of electricity and electric pricing. We,
ourselves, are no stranger to these troubled times. The year
2009 will go down as one of the most challenging finance in
our Compaﬁy's history.

The rating agencies and financial markets have
expressed significant concern about our Company's health, not
only do they look at our rate of turn in comparison to cther
peer utilities, but they also look at the fact that, you know,
as a result éf our structure, we have already lost millions
of -- ratemaking structure, we have already lost millions of
dollars we will never recover.

If you will recall, we initially requested
$97 million in rate relief. We settled for slightly less than
80 million and the interim decision gave us 61 million.

That's 36 million below what we said it would take to operate
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the Company.

On a personal level or personnel level, the merit
employees are getting no pay increases and all employees have
lost the electric discount. We're ceftainly not suggesting
that our loss is equally yours. Only that pain in these times
is universal and still we're here to ask for a rate increase.

There are two primary reasons for doing so. First
and foremost, is that no one, not the Commission, not the
Consumer Advocate, not the Department of Defense, has given us
any pass on our reliability mandate.

Quite the contrary, and docket after deccket,
meeting after meeting, you have reminded us that reliability
is job one; and, that is what the overwhelming ﬁajority of
this case is about. That's what CT-1 is about, that's what
O&M is about, that's what our capital budget is about.

And we assume that is why you approved much of the
interim, and as the next day shows much of what is left falls
in the same category.

In order to do this, 1t takes not only our people
that are in the field to fix and maintain our infrastructure
and run our power plants, but our engineers and operators at
Ward in downtown who provide them with expertise and the
knowledge that is needed to do their job.

And, of course, this same area of the Company is

where most of our cost-cutting takes place. We have tried to
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do so without compromising reliability, but any significant
reductions require changing the operation's budget of this
Company because that's what most of it covers. In some ways
it's like saying, let's cut the State budget but not touch
personnel. It couldn't be done, even if you tried.

The second reason we're here before you today has
to do with the drive away from fossil fuels.

Last year, we saw our prices for electricity
skyrocket as oil reached $147 a barrel. While Hawaii has long
had programs on renewable and energy efficiency, this price
sent shock waves through our economy; and, though prices went
from that high down to a low of $39 this past spring, they are
on their way back up again and reached $81 a barrel last week;
and, all df this is before carbon is financially burdened
through National Greenhouse Gas legislation.

And so we maintain in this rate case the support we
need to get Hawaii off oil. It is a daunting task and one
that must be undertaken before we find ourselves back at $150
a barrel, as many of us believe we will,

So let us take advantage of this tempcorarily lower
fuel bill at a recessionary driven reduction load to make and
execute our policy to reduce fossil fuel use. Accelerated
PPAs, the bids, the underlying engineering to look at
integrating more renewables, smart grid, fee and tariffs, new

financial models like decoupling, the renewable infrastructure
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program, et cetera, have been'on our joint agenda for some
time now. We need to continue this work and that will be the
other main subject you will hear about in the next few days.

Again, we do understand the burdens our customers
are facing and it is with that very understanding of what they
face that compels us to be here tc ensure that we deliver
reliable power and to ensure that we find our way to a
renewable energy and energy efficient future.

Our State administration and legislature have
recognized the need to secure Hawail's energy independence for
the future and transition our system to cone that focuses on
clean renewable energy, energy efficiency, and energy
conservation.

A The energy agreement signed by the governor, DRBRDT,
the Consumer Advocate and the Hawaiian ﬁlectric Companies, one
committed Hawaiian Electric to facilitate on an expedited
basis. The integration of substantial amounts of clean
renewable energy onto our grids and to enable electricity
customers to manage electricity use more efficiently, drew

together a wide range of initiatives, some cof which were

already underway and some of which were new.

The legislature picked up on the energy agreement
by passing HB-1464 which increased the renewable portfolio
standards. The governor since signed this bill into State law

as Act 155. Act 155 increases our RPS requirement from in

POWERS & ASSOCIATES (808)536-2001




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

15

2020 from 20 to 25 percent and adds a new 40 percent
requirement for the year 2030.

Prior to January 1, 2015, at least 50 percent of
the utilities RPS must be met using renewable energy to
produce electric generation. After January 1, 2015, the
utilities entire RPS must be by renewable generation and
electric energy savings will no longer count.

In order to achieve these RPS reguirements, the
Company must aggressively pursue the energy agreement
initiatives without delay.

Hawaiian Electric has recognized the importance of
obtaining this new energy future, but it will require the
company to transform itself. It can no longer be only the
traditionai provider of electric service. It must have the
resources to configure its system and iﬁvest in new
infrastructure and technology to enable a c¢lean energy future
to happen.

The resources required to make a renewable energy
transition are substantial. It has affected almost every
employee in our Company. For example, for the Big Wind Cable
Project, dozens of electrical and civil engineers,
environmental scientists, land agents, project managers, and
financial analysts are working on the transmissicn system
infrastructure options for the undersea cable system.

We have contrcl engineers, operators, and
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mechanical engineers working on how to modify our generating
units to integrate wind and affordable tech energy.

We have electrical, civil, and protection
engineers, transmission and distribution planners designing
the interconnections to the new renewable IPPs.

It was against this backdrop of rapidly changing
energy landscape that Hawaiian Electric filed its 2009 rate
case on July 3rd, 2008. The primary driver of the need for
rate rellef was the installation of Campbell Industrial Park
CT-1 generating unit.

The new biofuel unit was needed to mitigate a
reserve capacity shortfall in the Company's system and to
provide peaking generation that would be needed to integrate
renewable énergy into the Company's grid. While also becoming
the first company unit to substantially use an all green fuel.

Because of CT-1's large investment, the Company
proposed a step increase designed toc recover the full costs of
the new unit, beginning on the scheduled and service date of
July 31st, 2009,

With a CT-1 step increase, the Company requested a
revenue increase of $97 million. Less than four months later,
the Energy Agreement was executed requiring a number of
revisions tc the Company's rate proposal. These revisions
included establishing a revenue balancing account, to decouple

sales from the Company's revenues to be effective on the date
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of the issuance of the interim decision and order in this
proceeding.

Decoupling was an important part of the energy
agreement as it would help the utility to stay financially
healthy even as electric sales volumes declined due to energy
coﬁservatiOn and efficiency.

The Company proposed the RBA in this rate case to
work in conjunction with the Joint decoupling proposal that
was filed in the decoupling proceeding to establish a purchase
power adjustment clause as called for in the Energy Agreement.

It would allow the Company to recovery capacity 0&M
and other nonenergy purchase power contracts to a separate
‘surcharge. Removing the uncertéinty of recovery in thege
cases would enhance the credit rating -- agency's view of the
Company; and, it would enable the Company continued access to
capital markets, so they'll continue to invest in the
infrastructure necessary for new renewable energy resources
and reliability.

Although, there was a net increase in revenue
requirement, the Company's requested revenue remained at
$97 million since it could not request more than the amount in
its original application without jecpardizing the rate case
schedule; at the same time, there were other significant
developments that impacted the customer of our Company and our

Company .
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As I mentioned earlier, world oil prices scared
from an average of $80 a barrel in September '07 to a high of
145 in July '08.

Then the financial markets deteriorated and the
U.S. economy was thrown intc recession. These occurrences
caused the electric sales to dreop and strain the Company's
income. Poor sales performance continued through 2009 or
remains a primary cause for needed rate relief as our income
is not sufficient to discuss toc meet the cbhligations we're
discussing today.

Stated otherwise, 1if lower sales somehow reduced
our obligations to reliability or to make the transition away
from fossil fuel, that might yield a different result, but
lower salés do not do either.

In May of 2009, the Consumef Advocate, the
Department of Defense, and Hawalian Electric reached a
settlement on all but two issues. As part of the Settlement
Agreement, Hawailian Electric agreed to forego the full-cost
step increase for the new unit and effectively include only
half the new unit's cost in a test year rate case.

The Company's expectation was that under the joint
decoupling proposal Hawaiian Electric would begin to recover
the other half of the investment in 2010 through the
decoupling revenue adjustment mechanism.

The Company has agreed that the interim rate
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increase should be 79.8 million.

The two remaining contested issues were return on
equity and information and advertising.

The Commission subsequently issued its interim
decision order in July of this year. It reduced that rate
increase, interim rate increase to 61.1 million. The interim
order excluded a number of items from the test year revenue
requirement. In response to the interim order, the Company
filed supplemental testimony, which brings us to where we are
today.

In short, the Company's current request is for the
Commission to approve the Settlement Agreement executed by
Hawaiilan Electric, the Consumer Advocate, and the Department
of Defensé, include in the test year revenue requirements,
those items that were excluded by the interim decision order,
approve the Company's reguested rate c¢f return, uncommon
equity of 10.75.

This i1s an updated number and assumes approval of
the joint decoupling proposal, and approve a nonlabor
information or advertising expense of 1.1 million, which is
needed to help us achieve our clean energy goals.

With respect to the issues raised by the Commission
in the interim decision order, our witnesses will explain the
Company's positions in the panel hearing in the days that

followf
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I do, however, want to address two of those -- two
of these issues. First, receiving approval to cover CT-1 in
this proceeding is absolutely critical to the Company. The
orders in this proceeding and the orders in this proceeding
and in the interim Imperium docket regarding CT-1 were
challenging for us, but we accept them, understand the
rationale, and then moved on.‘

The new unit is installed, connected to the grid
and availlable to prcvide reliable electric service to
customers. We have made our best efforts to secure alternate
supplies of bio-diesel.

On October lst, 2008, we executed and filed an
application with the Commission for a contract with Greg
Marketingrand Logistics for 400,000 gallons of bio-diesel to
conduct the emissions test. And we are currently evaluating
proposals for a two-year contract for an operational supply of
bio-diesel. We have good bids, and we intend to submit an
application for that contract no later than Novembper 1l6th of
2008,

As a result of this progress, we hope the
Commission will approve CT-1 into rate phase as soon as
possible. It is a significant investment for the Company and
recovery of these costs will go a long way to rectify the
Company's financial condition.

Further, following through on the PUC's early
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approval of the project by approving the dollars and rate base
will show the investment community that there's regulatory
support for the Company‘skutility investments in this State
and help the Company maintain its credit ratings and access to
capital market for the funds needed to pay for investment in
capital improvements on behalf of ocur customers.

Secondly, I would like to address the issue
surrounding the HCI positions in the rate case.

In my supplemental testimony, I apologize for the
misunderstanding we created by the use of the HCI term, but I
think it is worth expressing our régret again for not
clarifying what we meant.

The recent information request from NRITI have asked
additionai questions about our treatment of HCR-related
positions and other costs and it would be worthwhile for me to
clearly layout at the outset the Company's approach and the
issue.

The energy agreement, or HCI, as 1t is times
called, encompassed a broad array of activities. Our
understanding of the Commission's concern was that it did not
want expenses included in the test year revenue reguirements
for activities that were not yet approved by the Commission.

However, not all HCI activities required approval
of an application. For example, negotiating more purchase

power agreements and working with independent power producers

POWERS & ASSOCIATES (808)536-2001




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

22

was clearly part of the energy agreement and, yet, the impetus
for this work predates the agreement and was driven by the
Commissicn's own instructions to us to accelerate this work.

Another example is the work needed to develcp and
file applications since the support participation in
proceedings before the Commissicn. The Commission recognized
this as the interim decision order allowed in interim rates,
legal and regulatory costs, even for HCI-related dockets.

A third example is research testing and develcpment
costs at the early stage of a new system or technology that
requires long development lead times.

These activifies are necessary to bring a new
system or technolcogy to the point where it can be commercially
introduced and an application can be filed. These costs are
already expended by the time the applicétion is filed and are
not part of the application unless the Companylcapitalizes or
request deferral of the cost for later recovery.

With respect to the HCI positions, the Company has
explained that moét of the work performed by these positions
was not for HCI activities. They required Commission approval
and their functions would largely have been performed even if
the Energy Agreement had not been executed.

Another key issue in this area is how the costs
would be recovered, if they'te not allowed to be covered --

recovered in this rate case. Recovery of costs to pursue
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renewable energy initiatives or any kind of initiative is a
must for the Company. If the Commissicn does not allow them
to be included in the test year revenue requirement, the costs
need to be recovered in some other way such as through a
surchargé or capitalization.

The complications of this is the Consumer
Advocate's objection to recovering of labor costs through a
surcharge mechanism. To address the Consumer Advocate's
concern, the Company is refrained from proposing to recover
labor costs through the REIP surcharge and eventually agree tc
that restriction as part of a global settlement in this
proceeding.

So how is the Company doing financially?

AOne way of measuring this is to lock at the
Company's return of common equity. Our ROE was lower in 2008
at 8.7 —— 8.07 for ratemaking than that of most utilities and
was nearly 300 basis points lower than our authorized rate of
return. It will be low again in 2009.

As of June 30th, the l2-month trailing rate is 6.4
percent on a ratemaking basis, and the market tracks these
things wvery carefully.

With the current economic recession, the Commission
is understandably concerned about the impact of utility rates
on customers. The Company's view i1s that in recessionary

times there needs to be a balance between actions so that
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actions we take now do not damage prospects for customer
benefit and health in the long term.

The actions necessary to transform Hawali to a
clean and independent energy future our worth taking.
Certainly, our lawmakers dc so, as they have made the
attainment of a more stringent RPS state law.

A cornerstone for achieving this is a financially
healthy utility. While this may seem self-serving, it is
certainly the view held traditicnally by all the parties in
this room, including the Commission.

As I mentioned before, a finanéially healthy
utility will be abkle to invest in the infrastructure needed
for integration of renewable resources to the grid and make it
easier foi renewable energy providers to cbtain financial --
financing fecr their projects. At the same time, it will be
able to maintain reliable quality service; and, in the long
run, it will be able to maintain higher credit ratings, which
will translate to lower costs of capital and lower rates to
our customers.

Without regulatory support, we will not be able to
spend what we believe 1s needed to meet our obligations, and
this will have a trickle-down impact on IPPs and the rest of
the economy.

At the same time, the Company recognizes that in

these difficult times it needs to contain costs where it can.
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Pocor sales and revenue shcertfalls have made it necessary for
Hawalian Electric to cut back on expenditures to stop its
financial situation from detericrating further.

These cost containment measures include reduction
such as travel, training, wvehicle painting, and overtime. The
question that the Commission may be asking is whether these
cost containment measures should reduce the Company's revenue
requirement.

Generally, they should only if the cost reductions
are sustainable. If they are not removing recovery of these
costs will ultimately harm the ability of the Company to
provide reliable service and to achieve long-term energy
goals.

| The Cempany is in the process of identifying
certain costs that it would agree to remove from rate recovery
for the purposes of this rate case, and the Company will
identify those reductions in its closing statement.

In conclusion, throughout this rate case, the
Company has taken reasonable positions reducing its request
when it could to facilitate acceptance by the Commission, the
Consumer Advocate, and the Department of Defense, and being
open to allew all parties to conduct their reviews of the
Company's proposal.

If we are going to successfully meet the challenges

that lie ahead, it's imperative that our Company continue to
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receive regulatory support in the form of timely rate relief
and a continued willingness to be open to flexible and
innovative approaches to managing the new challenges ocur
industry faces.

To meet these challenges, while maintaining our
financial integrity and access to needed capital, we will need
to collectively consider ways in which we can simplify the
regulatory process, continue to provide assurances to
investors that prudent investments will be recovered in rates
and embrace constructive redefiniticns of the role that
utilities can play in achieving clean, reliable and energy
efficient productionvin the 21st century.

Rate increases at any time are difficult for our
customers.. They're even more difficult during an economic
recession, but the need for adequate supply and reliable
supply of electricity teo our customers is not lessened because
of the recession. The impact of not being able to provide
adequate reliable electric service would be detrimental to all
customeré and catastrophic for cur fragile and recovering
economy .

The consequences of not being able to achieve
Hawaii's energy objectives, energy independence with stable
energy prices pased on indigenous renewable and clean energy
resources would be unforgivable. We can accomplish all that

we expect to do, provide reliable energy and transition the
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State to a clean energy future but only if we're financially
healthy.

For these reasons, we hope that you, the
Commission, will find our rate case proposal reasonable and
worthy of approval.

Thank you.

CHATRMAN CALIBOSO: Thank you, Mr. Alm,.

Now we'll go with the Consumer Advocate.

MR. ITOMURA: Good morning, Chair Caliboso,
Commissioner Cole and Commissioner Kondo.

In brief summary, the Division of Consumer Advocacy
asserts that, similar to all prior rate applications, this
proceeding invelved numerous, complex issues, all of which
were carefﬁlly analyzed by the Consumer Advocate's expert
witness in preparation for discussions and ultimately for this
hearing.

The Cecnsumer Advocate conducted extensive formal
and informal discovery consisting of thorough data analysis
and supplemented by interviews of the Company's witnesses and
employees. This effcrt was further supported by the Consumer
Advocate's witnesses' familiarity with prior and related HECO
cases and issues. Compiexities increased considerably with
the effort to consider and comply with commitments related to
the HCEI issues.

Also, those issues raised in the HECO's updated
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filings, including additicnal staffing costs, new cost
recovery mechanisms., However, these extensive negotiations
were thoroughly documented for the Commission; and, as
mentioned by Mr. Alm, a settlement was reached with the
exception of two issues; and, the Consumer Advocate did sign
the agreement cn May 15, 20089.

The Commission's interim decision filed July 2,
2009, subsequently stated that the Commission sought to
supplement the record in this docket on settled issues and
also raised concerns regarding employee electricity discounts,
staffing and wage rates during recessionary periods, and
whether HCI-related costs should be included in rates at this
time.

| Also, additional issues emerged in the Commission's

August 20092 order denied approval of the amended biofuel
contract for CT-1. However, the Consumer Advocate welcomes
this opportunity within this panel hearing format to clarify,
to explain, and to confirm agreements on all issues and to
provide witness testimony advocating for the appropriate test
year expenses for information on advertising and the
apprecpriate return con common equity for the test year.

So, again, thank you for that opportunity, and we
hope to provide that clarification for the Commission.

Thank you.

CHAIRMAN CALIBOSO: Thank you, Mr. Itomura.
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Mr. McCormick, for the Department --

MR. MCCORMICK: Thank you.

CHAIRMAN CALIBOSO: ~- of Defense.

MR. MCCORMICK: Chair Caliboso, Commissioners Cole
and Kondo, and Mr, Hempling, the Department of the Navy
represents the consumer interest of the Navy and the
Department of Defense, or DOD, in the State of Hawaii, view
the installations on Oahu are major purchasers of electricity
from Hawaiian Electric company, or HECO, and most of DOD's
electricity is purchased under the PT and PP rate schedules.

On July 3rd, 2008, HECO filed an application for
approval of i1ts rate increase and they requested a general
rate increase of approximately 97 million over revenues at
current effective rates. The Commission granted bOD
intervention on August 20th, 2008. On April 17th, 2009, DOD
filed three sets of testimonies and exhibits regarding révenue
requirements, cost of capital, and cost cof service, cost
allocation, and rate design issues.

I'd like to read to just real quickly the duty
position on the revenue requirement.

We presented testimony by Ralph C. Smith related to
revenue regquirements of the proposed various adjgstments to
rate bases and operating income that reduced HECO's proposed
revenue regquirement to $42.1 million. The major adjustments

to the rate base were related to removal of customer
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information systems cost, cash working capital, and
accumulated deferred income taxes.

The major adjustments to the operating income were
related to pension and OP and B -— OPB costs average test year
employees, depreciation of amortization, research and
development tax credit, wvehicle fuel costs and rent expense,

The DOD position on cost of capital, which is one
of the issues being debated, we recommended the egquity costs
of the Company's utility operations to be point 9.5 percent,
which 1s the midpoint of a reasonable range of equity costs
for otherwise similar risk electric utilities.

That recommendation considered the Company's
relative low financial risk as well as the new regulatory
paradigm bé implemented here in Hawaii.

We estimated the equity capital costs cf similar
risk electric utilities to fall in the range of 9.25 percent
to 10.255 percent. The costs of equity capital was evaluated
for similar risk utility operations using discounted cash
flow, capital asset pricing model, modified earnings price
ratio and market-to-book ratio analyses.

All this information is found in the testimony on
supplement testimony in exhibits of Stephen G. Hill,
previously submitted by the Department of Defense.

Applying that 9.5 percent equity capital costs to

the Company's recent average capital structure produced an
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overall cost of capital cf 7.84 percent. This overall cost of
capital affords the Company any opportunity to achieve a
pretax interest coverage level ratio of 4.71, 4.71 times.

That is well above the level of interest coverage actually
achieved by HECO over the past five years, which has averaged
3.41.

Therefore, our recommended capital structure and
equity return of -- at 9.5 percent would be sufficient to
support the Company's financial positicn that fulfills the
requirement of providing the Company the cpportunity to earn a
return which is commensurate with the risk of the operation,
while maintaining the Company's ability to attract capital.

‘DOD'S position on cost of service and rate design,
and our téstimonies by Maurice Baker —-- Brubaker, we stated
that the embedded cost methodology empioyed by HECO 1is
generally consistent with energy practice and is suitable for
use in this proceeding. HECO's proposed Schedule P and
propose —~ proposal to establish a rate for directly served
customers.

Rate DS are reasonable and should be adopted. The
study that HECO presented to develop the costs associated with
the power factor connection is unreliable -- excuse me,
correction. HECO's proposal not to change the current power
factor charge is reasonable in light of the lack of an

appropriate study.
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Our testimony shows the proposed across-the-board
increase does not move classes closer to costs of service.
Instead it moves the rates for all major classes farther away
from costs.

Final cost allocation decision should adopt an
allocation methodology to reduce existing inter-class
subsidies meaningfully; in other words, to return toc your
tradition cost base ratemakiﬁg principles.

We think the signed statement -- Settlement
Agreement accomplishes that purpose. Our position oﬁ the
Settlement Agreement is further detailed.

Cn May 15th, 2009, HECO, the Consumer Advocate, and
DOD filed a Settlement Agreement on most issues effecting the
revenue réquirement, reserving the two issues mentioned by the
Consumer Advocate for resolution at this hearing; namely,
advertising expense and return on equity.

The settlement provided for an interim revenue.
increase of 79.82 million, based on the Commission decision in
order, dated July 8, 2009, HECO filed revised calculations
support of a probable entitlement amount of $61.1 million.
This was the interim rate increase.

On July 20th, 2002, the DOD filed supplemental
testimony stating that DOD would use the Settlement Agreement
as an integrated package that was negotiated by the parties

for the comprehensive and balance resolution of the issues
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associated with revenue requirement and the allocation of the
rate increase.

Overall, the DOD is satisfied with and continues to
support the result of the Settlement Agreement as a negotiated
package.

And this concludes my opening statement and thank
you very much.

CHAIRMAN CALIBOSO: Thank you, Mr. McCormick.

That's it for our opening statements. We finished
this section, so let's just move on to Panel 2.

Mr. Hempling?

MR. WILLIAMS: Excuse me, Mr, Chairman. Can we
take a couple of minutes to rearrange here?

| CHAIRMAN CALIBQSO: Sure. Why don't we recess for
five minutes.

(Whereupon, at 9:42 a.m., a recess was taken, and
the proceedings resumed at 9:50 a.m., this same day.)

CHAIRMAN CALIBOSC: Good morning, again.

We'll reconvene this hearing.

It might be helpful if each of the parties please
identify and stated who is on the panel, of this particular
panel, and especially if there are any changes.

Mr. Kikuta, would you like to start?

MR. KIKUTA: Sure. For purpcses of Panel 2, the

panel to be identified are Mr. Alm, Mr. Giovanni, Mr. Young,
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1 Mr. Yamamoto, Mr. Hee, Ms. Nanbu, Ms. Chiogioji, Mr. Roose,

2 and Mr. Seu.

3 Due to space limitation, we'll just have a couple

4 of panels appear at a time; and, as the questions are asked,

5 we have an open spct where the appropriate panelist will sit

6 with their name tag to respond to Mr. Hempling's or the

7 Commissicon's questions.

8 CHAIRMAN CALIBOSOC: All right. Thank you. And, if
9 possible, could you tilt or point your name tags so that

10 they're visible from the side of it, if possible.

11 All right. Consumer Advocate?

12 MR, ITOMURA: For our panel, we have Mike Brosch
13 and Steve Carver.

14 ‘ CHAIRMAN CALIBOSO: All right. Thank you.

15 And nothing from Mr. McCormiék and the Department
16 of Defense. Correct?

17 MR, MCCORMICK: Just myself and Dr. Davoodi to

18 listen in.

19 CHAIRMAN CALIBOSO: Thank you.

20 All right. Mr. Hempling, go ahead.

21 MR. HEMPLING: Thank ycu, Mr. Chairman.

22 I think everybody who's here has been through this
23 with me before. This case is a little different from prior
24 investigations for a couple of reasons.

25 One is we don't intend the Commission's questions
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to be as far-reaching, deep-digging, and as comprehensive and
systematic as they often are; so, sometimes the guestions will
have a random quality to that, and it doesn't reflect are not
knowlng what we're doing, but it reflects sort of a hunting
and venting approach to various subject areas.

I think, as usual, nobody should be running for
their cellphones if I ask a guestion that sounds argumentative
or sounds like I'm trapping. I'm jusﬁ trying to get a
straight answer and I don't intend anything inappropriate.

My job is to help the Commission get as clear a
picture of some of the issues they've identified as being
unclear; and, so that's how we'll proceed, and thank you.

So this Panel 2 is focused on HCEI costs and also
the employée count. The general gcal I have for this next
period of time is to do three things.

One is to identify which costs, if any, that are in
either the settlement rates or the interim rates, relate to
unapproved HCEI programs or programs waiting for approval.

Secondly, to determine whether these costs will
occur in the test year and to what extent.

And, thirdly, to the extent they're not going to
occur in the test year, discuss alternative means for
recovering other costs when they get incurred. That's the
general purpose of this to help the Commissioner ensure that

cost recovery that's deserved occurs and it occurs at the

POWERS & ASSOCIATES (808)536-2001




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

36

right time.

So I want to start with the positions, the 13
positions that the Company removed from rates based on an
interim order. And you listed those 13 positions and
described them in your ST-15, pages 12 to 13.

And who was the witness on that?

MS. CHIOGIOJI: I was.

MR. HEMPLING: Okay. And it's Ms. Chiogioji?

M3. CHIOGIOJI: Yes, that's correct.

MR. HEMPLING: OQkay, welcome.

So you had an IR response to PUC IR 118 and
Attachment 1 to that response had a four-column chart
identifying each of the positions, the workload, the percent
of time spént on HCI unapproved programs and the status.

Are you familiar with that résponse?

MS. CHIOGIOJI: I am familiar with the response.
I'm familiar with the response. I think that might be another
witness.

MR. HEMPLING: Well, we'll see. We'll see. Why
don't we start and see how it goes --—

MS. CHIOGIOJI: COkay.

MR. HEMPLING: -- ckay?

MS. CHIOGIOJI: Thank you.

MR, HEMPLING: You have a document in front cf you.

MS. CHIOGIOJI: Thank you.
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MR. HEMPLING: You have the document I'm referring
to.

MS. CHIOGIOJI: I have 1t in front of me.

MR. HEMPLING: Okay. With respect to the
percentages that you have in italics reflecting their percent
of time spent on HCEI activities that are not yet approved, is
it your view that it's best to include the total costs,
meaning include the italicized amount in rates now because
those activities are certain to occur in the test year?

MS. CHIOGIOJI: That is correct. That is our
belief.

MR. HEMPLING: When you say it's your belief, do
you have any uncertainty about it?

» MS. CHIOGIOQJI: I think they indicate the certainty
of the PV Host program implementation if approved.

MR. HEMPLING: So to the extent you have
uncertalnty, 1t's uncertainty about the schedule of the
Commission's decision-making?

MS. CHIOQOGIOJI: Yes.

MR. HEMPLING: In other words, 1if thé Commission
approved these programs in the test year, you'd be incurring
the costs in the test year?

MS. CHIOGIOJI: That is correct.

MR. HEMPLING: And if the Commission did not

approve the programs until after the test year, you would not
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be including the costs —-- excuse me, you would not be
incurring‘the costs in the test year? |

MS. CHIOGIOJI: I think we would still be incurring
costs because, as the witnesses have identified, the employees
are also spending time deing related activities, and Ms. Patsy
Nanbu can provide more information.

MR. HEMPLING: Okay, hold on. Before we -- I just
want to -- I want to hair split this as much as a lawyer can.

1 understand the Company's position that all these
employees are working full-time doing what you deem to be
useful work; and, T understand, furﬁher, that there's a
distinction pointed out in the prefiled testimony by Mr. Alm,
that fhere are activities that would be going on even if there
were not séecific—HCEI programs, and I understand that.

So now do you understand what you were just saying
in terms of these activities all keing related to HCEI?

Ms. Nanbu?

MS. NANBU: To clarify that peint, I think if
you're looking for spots te PUC IR 118, under the 13
provisions, ten of the positions have already been hired; so,
the Company is already incurring the costs from those 10
positions. T think it's stated that two of the positions or
three of the positions are in the process of being filled;
and, with the anticipation that they will be filled shortly,

we will be incurring those costs on an ongoing basis.
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MR. HEMPLING: Right, I understand that, ma'am.

But what I'm asking is about the italicized
percentage reflecting your view as to the fraction of the time
spent that is associated with still-to-be approved HCEI
programs.

And my question -- I guess I got to make sure I
understood your prior answer, which 1s that if the Commission
approves those prcgrams in the test year, you're certain that
those percentages of time will occur in the test year.

I got that, Mr. Seu?

MR. SEU: Well, good morning, Hempling.

MR. HEMPLING: Good morning. I should have said
gocd morning first. It would have been more polite.

vGo ahead.

MR, SEU: May I ask you to restate what you just
said.

MR. HEMPLING: I'm not sure it's worth restating.
Let me start it again.

The focus for the Commission right now is the
appropriateness of allowing into rates the italicized
percentages of the salaries of the 13 people.

Do you understand that?

MR. SEU: Yes.

MR. HEMPLING: Okay. Why don't you just make your

best argument that these percentages belong in rates now and
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then we'll follow up from there.

MR. SEU: Well, let me just address the example of
the PV Host program since that comes under my department. So
the italicized percentages that's in PUC IR 18 and our
response 1is that should this program be approved by the
Commission that 50 percent of this person's time would be
spent administering that program, if approved.

Now I think the procedural schedule that has been
developed for that applicaticn has completion of the docket
expected year 2010 perhaps; certainly, not in the test year
2009.

Sc what we are saying is that in this PUC IR
response, the person already is 100 percent working on non-PV
Host activities. And‘I described in this response here some
examples, including utility PV projects, battery energy
storage projects; so, these are projects that are completely
separate from PV Host.

If the Commission in 2010 were not to approcve the
PV Host program, this person would continue on doing the
non-PV Host activities; so, one way or the other the person is
already 100 percent working on non-PV Host activities.

If the program does get approved next year, at that
point, this person would take on additional work. I would
have to reshuffle the dﬁties‘among this person, as well as

other staff, to accommodate the new PV Host dutles and

POWERS & ASSOCIATES (808)536-2001



10

11

12

13

14

15

16

17

18

19

20

21

22

23

214

25

41

continue on with the non-PV Host duties; and, sc that's the
example here.

MR. HEMPLING: And can you offer similar insights
as to any other that arcse on this table?

MR. SEU: Yes. The ~-

MR. HEMPLING: Can you give me the row so we know
what you're looking at?

MR. SEU: Sure. So the PV Host rcw was Row No. 2.
Row No. 3 regards also under in the resource acquisition
department, a senior technical services engineer position.

The person here is -- this pesition would suppert
our various distributed generation development activities.
Examples being dispatchable standby generaticn projects, such
as what we»have going on with the Department of Transportation
at the airport, development of distributed generation and
utility sites; so, that's the primary focus of this position.

MR. HEMPLING: Which row was that again?

MR. SEU: This is Row No. 3. And there was one --

MR. HEMPLING: FExcuse me. As I understand it, Row
No. 3 has no italicized number anyway.

MR. SEU: That's correct. Although, there is a
reference to the assessment of a HECO substation DG units.
That's an assessment. That assessment was actually mentioned
or described in HCEI, but we did not assume that that was

specifically an HCET activity because this is, as I would
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describe it, an ongoing type of an assessment that we would
expect for our engineers to do looking at distributed
generation.

MR. HEMPLING: All right. What other rows can you
speak to? |

MR. SEU: Row No. 4, power purchase negotiation
division for a director. TItalicized we have a 25 percent
number for fee and tariff power purchase contracting. I think
at the -- well, I think having seen the Commission's aecision
in order in the fee and tariff proceeding that came out at the
end of September, it's fairly clear that this perscn will be
spending at least the 25 percent amount of time supporting the
fee and tariff implementation person.

| MR. HEMPLING: 1In the test year?

MR. SEU: In the test vyear.

That position has not yet been filled.

MR. HEMPLING: Do you expect to fill it in the test
year"?

MR. SEU: Yes, I do. It's been somewhat of a
challenge actually because of the unique expertise that's
required to take this position. We're still in recruitment.

MR. HEMPLING: Any cther rows?

MR. SEU: Row No. 5, power negotiation division
italicized; again to support fee and tariff, our purchase

contracting. This 1s an expense that would be incurred in the

POWERS & ASSOCIATES (808)536~2001



10

11

12

13

14

15

le

17

18

1%

20

21

22

23

24

25

43

test year,

MR. HEMPLING: The same reasoning as Row 47

MR. SEU: Yes.

MR. HEMPLING: What else?

MR. SEU: I think, at that point, those cover the
positions of this IR response.

MR. HEMPLING: Anybody else in this room want to
speak to the other rows?

COMMISSIONER KONDO: Can I ask a follow-up gquestion
with regards to the PV Host, just so I understood your answer.

What I understand you to be saying is that the
person is employed now and his plate is full, he's working on
non-PV Host stuff?

AMR. SEU: Yes.

COMMISSIONER KONDO: And if PV Host is approved by
the Commission, vyou'll reshuffle the work on everyone in your
department's plate to allow this person to have some room on
his plate to do PV Host-related activity; is that correct?

MR. SEU: That's correct. I would reshuffle
duties, as well as also, in the future of 2010 or beyond,
consider whether I need to have additional resources to the
department.

COMMISSIONER KONDO: Now the reshuffling, it
implies to me that the employees in your department that their

plates aren't full; in other words, they have capacity.
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Now given what Mr. Alm said at the beginning about
the pain being shared, I guess I'm trying to understand why
the Company doesn't reshuffle now to make sure that people's
plates are full and that there would be additional capacity
for this perscn which perhaps should not be included in rates
currently. I'm not sure --

MR. SEU: Commissioner Kondo, I didn't mean to
imply that any of my people's plates are not full.

COMMISSICNER KONDO: Well, if you have the ability
to reshuffle if the Commission approves PV Host, that implies,
to me, that you have the ability to add work at other people's
plates.

MR. SEU: This is -- let me explain, Commissioner
Kondo, hoﬁ -- what I meant by reshuffling.

As fee and tariff with the décision in order, there
are additional duties, administrative tasks, technical duties
that would need to be somehcw accommodated by our department.

So when I say "reshuffle,” assuming that PV Host is
approved, we would have to, first of all, assess what is the
additional workload that would be required.

Now we have -— my staff consists of z2ll merit
employees. Sco when we reshuffle work, we add additional work
to people as necessary. We have to make decisions on whether
there are other activities that maybe we can defer; or,

perhaps we use outside services to support. But, in totality,

POWERS & ASSOCIATES (808)536-2001



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

45

the reshuffling means we understand we have to take on
additional work.

I don't know, for example, if it will be possible
to hire additional bodies to take on the additional workload.
I don't know whether there will be qualified consultants that
are avallable to also support this; but, I do know that if
it's coming through a Commission order to implement a program,
our obligation is to actually figure out how to get the work
done; and, in the end, we spend many hours beyond a 40-hour
workweek; these are, again, merit employees.

COMMISSIONER KONDO: Thank you for that
clarification.

MR. HEMPLING: I was asking if there was anybody
who could épeak to the remaining rows.

Thank you, Mr. Seu.

Good morhing, Mr. Roose.

MR. ROOSE: Gecod morning.

MR. HEMPLING: Do you understand my question and
this purpose?

MR. RCOSE: Yes, I do.

MR. HEMPLING: Do you want to speed us through?

MR. RCOSE: So locking at the attachment of PUC
IR 118, I can speak specifically to Ttems six, seven, eight
and nine.

Those four positions report to me in the system
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integration department referring to the 25 percent of each of
those positions right now. And, at present, they are -- all
the positions are filled. They are conducting work right now
that's consistent with those percentage allocations of their
time. And this department, most all of the staff actually
provides this work for HECO, HELCO, and MECO.

So the work that they do for the HECO system
basically is allocated 50 percent of their total time, and
half of that time, or 25 percent in total, is being focused
right now on the Big Wind project efforts. Those activities
have been géing on for quite some time now. We've actually
been interacting with the proposed developers of those
projects.

rIn fact, from early 2007, you know, we've been
working to fill‘these positicons. All the positions, again,
are filled as indicated on that exhibit.

MR. HEMPLING: Concerning in all of the -- you can
see the first three -- six, seven, eight and nine, that's what
you were just referring to?

MR. ROOSE: Correct.

MR. HEMPLING: What's the nature of this quotes --
what's the nature of the work it's doing on the Big Wind
project and the implementation studies?

Can you describe?

MR. ROOSE: Sure. For those studies right now, we
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really are at a phase tc understand how we are going to try to
integrate this magnitude of renewable energy on to the grid.
In addition, the Big Wind efforts, we have a lot of other
renewable energy proposals that we are dealing with today as
well as we've been dealing with for gquite some time.

When we lcok at trying to integrate energy at these
levels of penetraticn, they really are unprecedented;
particular, for small isolated island grids like we have here
in Hawaii; so, a lot of work we have to do is some very
extensive planning work.

We need to do extensive modeling of the systems.

We have to develcop the models, first of all. We have to
develop the data and figure out, you know, what will it take
to integrafe this energy.

There's solutions that, I think, exists both on tﬁe
side of improvements to the system. Many of the studies that
are ongoing right now in this Big Wind effort are focused in
that area. There's also potential solution sets that exists
with the introduction of new, you know, rescurces or equipment
that can help facilitate the integration; for example, kattery
energy storage, things of that nature.

So a lot of work is focused on, again, what would
be its potential solution sets to do that. That's sort of
been what we call in the bucket of the OWITS category of

studies.

POWERS & ASSOCIATES (808)536-2001




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

48

MR. HEMPLING: What is it?

MR, RQOSE: OWITS. That's an acronym for Oahu Wind
Integration and Transmission Study.

There's another bucket of study efforts that we
characterize as TCRIPs ({sic) for the Transmission and Cable
Integration Route Cable and Routing -- Transmission Cable
Routing and Interconnection Studies. Sorry.

MR. HEMPLING: I'll try to remember that.

MR. ROOSE: Yeah, that's why I call it TCRIPS.

But those efforts are really focused on doing a lot
of the -- in really the general planning efforts looking at
different routes and trying to figure out, you know, what
would be the potential‘best way to integrate this energy in
terms of the transmission infrastructure that would be
acquired to pull this energy into the system. There's a lot
of general planning working in that area too. There's two,
sort of, high level buckets of the work going on.

MR, HEMPLING: This work that we're referring to
now, the 25 percent italicized in each of the four rows, is
work that you would have to do in order tec ensure that any
proposal to the Commission for Big Wind was a viable proposal,
as I understand it?

MR. ROOSE: Yes. Fundamentally, we need to, you
know; get into this general planning work to understand the

viability and then, you know, 1f wviable, how would you go
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about doing it again. It's really taking the envelope of
renewable integraticon to another level.

MR. BEMPLING: Are you saying that the bulk of it
is work that you wculd have to do to address wind integration
issues without regard to this specific Big Wind project?

MR. ROOSE: In some regards, but, you know, I think
this particular Big Wind effort, again, is pretty specific
insofar as the amount cf energy we're trying to integrate up
to 400 megawatts of wind; again, from the neighborhood
islands, which would necessitate the development of the
undersea cable system and then integrating that parlance so it
doesn't short into the system.

So there are many aspects of what we're doing that
are, you know, tightly ccupled to that particular initiative.

From one standpoint, though,‘again, a lot of the
planning work we're doing now will educate us and better
prepare us to figure out how to integrate it and not just the
wind but other renewables tﬁat we're also dealing with, but
the primary focus, again, is integrating these large amcunts
of wind into the system.

MR. HEMPLING: Is that it on those four rows?

MR. ROOSE: At this time, vyes.

COMMISSIONER KONDO: Mr. Roose, could I have a
follow-up question?

MR. ROCOSE: Sure.
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COMMISSIONER KONDO: Maybe it's opposite of what I
asked Mr. Seu.

MR. ROOSE: Okay.

COMMISSIONER KONDO: But if Big Wind was not &
project that the Commission found to be a prudent course for
the Company, would these three employees be a hundred percent
with the Company, wculd their plates be full?

MR. ROOSE: Yes, absolutely. Right now, with all
the different work we have going on, across the board, again,
we have many renewable project initiatives that we're working
on. I tried to summarize those and ocutline them in the
attachment to my testimony, even without this Big Wind work,
we have an abundance of work that we keep our people fully
active and busy throughout the week.

COMMISSTIONER KONDO: So the explanation that
Mr. Seu said we have a merit employee and we're just adding
more to his plate because you have to get the work done, is
that the situation?

MR. ROOSE: T mean, essentially, that is the case.
I mean, you know, we do in our area with our merit employees
we work long hours, a lot of hours, a lot of time beyond sort
of the standard days, yeah, there's an abundance of work. I
think, you know, the natural effect of having more work that
you can do tends to sometimes, you know, it affects hours

outside of your normal working hours, but you got to do the
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work so. We work the folks and evervbody pulls together and
tries to get the work done.

COMMISSIONER KONDO: Thank you.

MR. HEMPLING: Anybody that can speak to the
remaining rows in this same exhibit?

MS. NANBU: I can speak to Item 12, which is a
position called for in the general accounting department.

The lead corporate accountant, I think, in this
position it was called, quote, an HCI position; but, the
primary purpose of this position is to address doing analyses
of power purchase agreements based on the accounting standards
that we need to evaluate whether arrangements contain a lease
and whether there are consolidation issues that get triggered.
We were geﬁting these kinds of proposals prior to the
agreement and we are continuing to get proposals.

Since putting this position into the history
estimates, the accounting guidelines have been modified such
that this type of analysis needs to be done on a quarterly
basis prior to the -- this new standard that goes into effect
in 2010.

Assessments on consolidation was required only
when, quote, there was a triggering event, such that now our
workload has increased significantly because each quarter we
need to do an analysis of each of the ccntracts and document

our conclusions as to whether a consolidation is triggered or
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not.

Also, there are some move towards international
financial reporting standards. While it's not quite certain
that they'll require all U.S. companies to move to IFRS, there
is also a movement to merge -- converge both IFRS and U.S.
GAAP together such that there are more standards that are
coming out now; and, 1t requires our accountants to do further
analysis as to whether we are in compliance with Generally
Accepted Accounting Principles.

You know, part of the pcsiticon workload would
increase with approval c¢f some of these programs, such as the
Big Wind initiatives; or, AMI to increase our reconciliation
efforts, but there are additional reconciliation requirements
already thét are taxing our existing staff; again, these
people are merit employees, so they just need to get the job
done,

MR. HEMPLING: Okay. That's Item 12,

Anybody else?

Mr. Hee, good morning.

MR. HEE: Good morning. My name is Alan Hee.

I am going to address positions 10 and 1l.

The first, No. 10, is director of special projects.
The percentages of work there represent what he's actually
deing in 2009, which is the 2009 test year. None of the work

here is related tc the implementation of the AMI -- AMI or PV
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Host or life line rates or any of those. It's what he's
actually doing now; so, let me go through that.

MR. HEMPLING: Well, excuse me one second. Maybe I
can shorten.

Why is the 60 percent in italics if it's not time
spent on to be approved pending programs?

MR. HEE: It is on to be approved but it's not for
implementation of that program. So, for example, what he's
doing here with the load aggregator, which is in the energy
agreement, and is part of the HCI agreement, is to develop an
RFP to évaluate the bids to design the RFP, so to speak; so,
it is work that he's actually doing in preparation for the
selection of that aggregator.

.MR. HEMPLING: Well, excuse me. But there's not a
pending, before the Commission, a program tc which this
60 percent is attached. Correct?

MR. HEE: That is correct, in a sense. There is --
we do expect to file an application for the approval of the —-
a low aggregator. It has not yet been filed. It is, however,
part of the CIDLC or the Commercial Industrial Direct Load
Control program; and, that is an existing program for which we
have requested an extension from the Commission in 2010; so,
in that sense, it is already part of an existing program and
of an existing application.

MR. HEMPLING: Okay. What else on Row 107
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MR. HEE: So No. 11 i1s a senior rate analyst.

Again, the work of a senior rate analyst is to
design rates to identify how -- what those rates are in
compariscn to rates in other utilities; so, the 55 percent of
this position's work straightforward, it is evolved in
decoupling, and we did have a decoupling docket this year, and
that was that portion of the work related to that docket.

MR. HEMPLING: Again, excuse me,

Again, so the 55 percent in Row 11 relates to
activities that are necessary to prepare and defend a viable
proposal befofe the Commission at this time. They don't
relate to implementing proposals that have not been approved?

MR. HEE: That's correct. They're all work that
he's actually performing now in preparation for the
applications and the hearings.

MR. HEMPLING: Okay. Further what I'm getting down
here is this, perhaps, among all of us, some imprecision in
the column heading unapproved, because what you're describing
are normal regulatory prefatory activities; so, that when the
Commission gets a proposal, it's a viable one and not one
that's in rough draft form that you're going to work out as we
sit here. Right?

MR. HEE: That's correct, this is all involved in
applicatiecns that have been filed with the Commission or will

be filed with the Commission because the PV Host hasn't yet
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been filed.

MR. HEMPLING: Okay. And what was left? That's
1172

MR. HEE: That's it for 10 and 11.

MR. HEMPLING: And No. 1? Well, that's cnly
5 percent.

Good morning, Mr. Simmons. I'm sorry -- where did
Mr. Simmons go?

Well, it's only 5 percent, so we can make it quick.

MR. GIOVANNI: 1It's cur precject manager in the
engineering department and the power supply process area, and
his work entailed a survey of sclar plexion sites at our
existing facilities, work that is called out in the agreement
and would»have been done in any case as part of our agreement.

MR. HEMPLING: So what does the 5 percent
represent?

MR. GIOVANNI: It represents 5 percent of his time
that was devoted to surveying our sites that are existing
facilities for potential solar collector sites for future
prcjects.

MR. HEMPLING: So why is it designated relating to
an unapproved program?

MR. GIOVANNI: Because it was called out in the
agreement specifically to do that work.

MR. HEMPLING: Right. It was the whole confusion.
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It was called in the agreement, but it deoesn't relate to an
unapproved program, does it?

MR. GIOVANNI: Nc, I believe, it would be part of
our business. |

MR. HEMPLING: Okay. Sc yeou didn't have to get up
here, even if you put a 100 percent instead cf 95 and 5, you
wouldn't have to get up.

MR. GICVANNI: Thank you.

MR. HEMPLING: Excuse me, one seccnd, please.

MS. CHIOGICJI: Mr. Hempling, I have No, 13.

MR. HEMPLING: Okay. I'm looking to see where
No. 13 went to. I believe it got cut off.

MS. CHIOGICJI: The Budget and Financial Analysis

Department.

MR. HEMPLING: OQkay. What is it?

What was it, again, please?

MS. CHIOGICJI: Beg your pardon?

MR. HEMPLING: I said, what was it again, please,
No. 137

MS. CHIOGICJI: Number 13 is the Budget and
Financial Analysis Department.

The position was originally a seniocr financial
analyst; and, in March 2009 restructuring, the new budgets and
financial analysis department was created, and the position

has since been filled as a manager budgets and financial
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analysis.

MR. HEMPLING: And what was the percentage that was
italicized? |

I'm sorry, I have a printing problem here.

MS. CHIOGIOJI: Percentage time to HCI-related
initiatives is identified as 25 percent.

MR. HEMPLING: I would say HCI-related programs
that are pending but not approved?

MS. CHIOGIOJI: <Correct. Thank you.

MR. HEMPLING: Okay. You get us all bollocks up
and someone will go to the press and the fish will get
criticize-ed, and we don't need that.

Go ahead.

7MS. CHICGIOJI: Thank ycu very much.

MR. HEMPLING: All right. Sb what portion relates
to programs that are pending and not yet approved?

MS. CHIOGIOJI: Twenty-five percent related to
parts that are pending and not approved.

MR. HEMPLING: Okay. And what is the person doing
in that 25 percent?

MS. CHIOGIOJI: The activities are identified as
the assessment of the fee and tariff, Big Wind, and to support
decoupling evaluation and implementation.

MR. HEMPLING: Well, your explanation or

justification for a recovery of those costs would be very

POWERS & ASSOCIATES (808)536-2001




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

58

similar to the ones Mr. Seu and Mr. Roose raised; is that
right?

MS. CHIOGIOJI: That's correct.

MR. HEMPLING: Okay. Excuse me, a second,

MS. CHIOGIOJI: I would also like to --

MR. HEMPLING: Excuse me, one second, please.

MS. CHIOGIOJI: Sorry.

MR. HEMPLING: Go ahead, ma'am.

MS. CHIOGIOJI: Ckay. With respect to the exempted
employees taking on additicnal work, that is something that is
occurring with many of our management employees. Currently,
on merit, exempted employees do not receive overtime, and in a
recent payroll report, as we locked at coming toward the end
of the yeaf, approximately one-half of our employees are
merit, about 800 employees.

Our vacation policy allows 120 hours of unused
vacation to carry over each year, and any excess Qf 120 hours
is lost.

As of mid-Octcber, roughly, half, 393 of our
employees already accrued 120 or more hours. 220 of them,
about 25 percent of all of ocur merit employees, have already
accrued over 160 hours. With a few exceptions, the vast
majority of our list of merit employees are exempted. They
are working unpaid over time currently; and, the purpose of

vacation is to revitalize, reenergize, but they are not able

POWERS & ASSOCIATES (808)536-2001




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

59

to do so; and, some of those employees are in the room today.

MR. HEMPLING: Anything from the Consumer Advocate
on this discussion so far?

You 211 have been supportive of 100 percent
recovery notwithstanding the italicized percentages. Correct?

MR. BROSCH: This is Mike Brosch.

I would add that the challenge in evaluating labor
cost recovery is that we deal with work definitions and this
duty that's reshuffled.

And when you're talking about projects that are
tasked with a start date and an anticipated ccmpletion date,
it's normal for the utility to consider what staffing
requirements there are and whether people can be reassigned to
do that woik; and, then when it's completed, gc somewhere else
and do so cther work; or, whether thereis justification for
adding a new position.

And part of this tracking of labor costs into
activities 1s addressed in my CAT-1 testimony, where I'm
describing some of the changes arising from this Clean Energy
surcharge opportunity, this new cost recovery device; and, I
would just be interested in responding to any questions you
have about the Consumer Advocate's concern with running labor
costs through that surcharge recovery mechanism, because 1it's
all tangled up in this issue of reshuffling duties and

tracking labor costs intc specific tasks in activities
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required to implement HCEI activities.

MR. HEMPLING: There is a peoint in which I'm going
to talk to you about the surcharge recovery of labor costs,
but all T was asking now is whether you had any issue with the
Company's proposal tc have a hundred-percent recovery; so,
it's really a yes or no?

MR. BROSCH: The answer i1s we have nc issue; and,
in part, the reason we have no issue is we try to track labor
staffing levels and have addressed the concerns we had with
the employee vacancy adjustment that Mr. Carver can speak to,
when you want to talk about that.

MR. HEMPLING: Okay, thank you.

Just on the AMI positions, who answers those?

‘ I'm referring to the six AMI positions that are not
among the 13 that we just discussed.

Is that Mr. Roose?

Welcome back.

Mr. Roose, these AMI positions, and the six that
I'm referring to are the six that are referred to in HECO
Supplemental Testimony ST-15, pages 25 and 26. I don't think
you need to pull out the document.

MR. ROOSE: Sure.

MR. HEMPLING: I just want the record to be clear.

These positions relate to the existing AMI pilcts

or to the proposed full scale rollout, or both, if there's a
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distinction even?

MR. ROOSE: Really, the work that has been cngoing
with AMI goes back many years in the Company, and the staffing
plan to move up to the six positions has been in place for
some time. Much of the work they're doing today continues to
be on really the piloting many of the R&D efforts that are
necessary to really develcp a good, robust AMI project.

They really are prefatory to those, to that
ultimate end okjective; so, they are more focused on, again,
the development of a gocd AMI program.

MR. HEMPLING: One coculd infer from your comment
that the Company's propcsed -- the Company's AMI applicatiocn
is going to change before you start the proceeding on the
grounds that your folks are going to learn more, is that a
posgsibility?

MR. ROOSE: At this time, yes, we have regquested
the extension, as you know in cur AMI proiject, and the hearing
date has been moved out approximately nine months, I believe.

Yes, there is work that's ongoing right now to
continue to assess the AMI project in a couple of key areas;
cne, of which is the whole smart grid initiative, which has
really been taking off, I think, industrywide.

So we do have a lot of focus on those efforts right
now, including deing road mapping for our Company's future

roadmap of smart grid and how AMI ties into that. 8o a lot of
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their work is focused on that, and there's expenditures and
labor time going through those; so, it could very well effect
ultimately the AMI program as it's been put forth to the
Commissicon next year.

MR. HEMPLING: So if I were to ask you -- I'm going
to ask you, The delay of the AMI proceeding, if I were to ask
you whether the delay 1s going to affect the work of the
employees, it's really the other way around, it's the work of
these employees and its incompleteness at this time, that is
the justification for deferring the AMI proceeding?

MR. ROOSE: A lot of the time that they're spending
now, as well, again, as going forward, would be against
prefatory to those proceedings that will be forthcoming next
year.

MR. HEMPLING: How much of this work by the six is
repetitive of what & hundred other utilities are doing arocund
the country, and do you have a sense of whether everybedy is
floundering around at the same time; or, whether you're six
folks are actually breaking ground in Hawaili that others are
going to make use of?

Any sense for the Commission as to whether it
shouldn't Jjust wait until everybody else figures out what
they're doing and then pays for these employees?

MR. ROOSE: No. Number one, I would say the

employees and the initiative is not floundering at our Company
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at this time.

You know, secondly, you know AMI is such a critical
part, I think, of the Company's future and really for all
utilities in the industry.

What it really will do is implement the ~- you
know, when you look at AMI and its components, the key
component 1s the communications infrastructure. It doesn't
exist today at Hawaiian Electric, as well as other utilities,
and that comment restructure will allow the utility to give it
a really touch and communicate with every single one of its
customers.

Tt will elso, ultimately, you know, install our
systeﬁ as part of our key infrastructure, a COM system that
can go befond just communicating with our customers but also,
and this is where, I think, a lot of thé smart group
functionalities come in, the ability to have more data
acquisition, understanding of what's going on the system in
realtime, as well as potential contreol of devices.

Sc those are key elements right now that are going
on. You know, there is a lot of advancement and technology at
this time; at the same time, it benefits that one can accrual
cut of an AMI proiject as we're aiming to achieve are important
in that -- and they really, you know, shoﬁld not be postponed
or altered indefinitely. |

And, I think, those benefits are there,
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particularly with respect tc the -- you know, the ability to
get their goal, meter reads, which i1s fundamental to any of my
programs. I think physical reads of people's usage, those are
the key benefits of AMI and those benefits exist today.

It's really trying to align those aspects of the
AMI, again, with broader, I think, smarter group functionality
as we look into the future with a lot of, you know, automation
and control of the grid, as well as customer load in those
facets.

MR. HEMPLING: Some of this time spent by the six

employees 1s an inevitable learning curve time and some of

it's time spent developing HECO-specific sclutions. Right?
| MR. ROOSE: That's correct.

'COMMISSIONER KONDC: I have a question about the
AMI, Mr. Roose.

MR. ROOSE: Sure.

COMMISSIONER KONDC: Assuming the Commission
approves the AMI program that the Company has proposed, does
the Company anticipate adding employees?

MR. ROOSE: Yeah, I think the long-term plan for
AMI in terms of an implement -- & full implementation of the
pregram will reguire additional staffing. You know it really
is about a rollout of, like I mentioned, an entirely new
communications infrastructure across all of our systems, HECO,

MECO, and HELCQ, and as well as a rollout and replacement of
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every single meter for every single customer; largely, all of
them, I think, the percentage is up in the high 90 percent of
meter replacement.

Sc that implementation which would roll over a
period of years will require additional staffing in turn as
well as the original external resources.

COMMISSIONER KONDO: The reascon I ask that is
because at the time the application was filéd in this case, I
assume that there was an anticipation by the Company that the
Commission would have a ruling on AMI during the test year; is
that correct?

Is that a correct assumption?

' MR. ROOSE: I think the assumption was looking at
it at somé time at the very end of this year or early next
year to have a ruling on it, that's corfect.

MR. HEMPLING: Was there no anticipation of
additional employees, given the assumption that the Commission
would rule, and I wculd assume the Company would hope that the
Commission would rule favorable, and approve the program that
had been preposed, 1s there no additional emplcyees that the
Company included in the test year based upon those
assumptions?

MR. ROOSE: Beyond the six?

COMMISSIONER KONDO: Yes.

MR. ROOSE: At this time, in this -- for purposes
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of a rate case, those are not being regquested. You know,
those would be positions that would have been filled and added
to the, you know, staffing outside of the test year and
outside of the 2009 test year. It would have been 2010 and
beyond.
COMMISSIONER KONDO: Thank you.
MR. HEMPLING: Just a few more questions on the AMI
piece.
MR. ROOSE: Sure.
MR. HEMPLING: Does the change in schedule for the
AMI proposal affect the activities of any HECO employees
besides these six; for example, employees involved in system
planning?
| MR. ROOSE: To some degree, I think, you know, for
example, let's take the issue of cyber‘security, which is a
significant issue in the context of AMI, as well as really
beyond AMI,

In any COM systems that would deal and interact

- with, you know, customer information as well as system

operation, and cyber security is a major issue, you Kknow,
there's significant support and focusing on those issues in
our IT area, for example.

And so they're very involved with us right now in
taking a look at the cyber security issues. The only chances

in the industry right now is, you know, standards are still in
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the develcopment, sort of, fundamentally across the board for
cyber security. There are proposed standards out there we're
working through, as well as all the vendors are, kind of,
focusing on those proposed standards, but there's more work to
be done in that area; so, there is, for example, support and
thorough IT staff in that area.

MR. HEMPLING: But that wculd be -- that would have
to get done regardless of the schedule on the AMI proceeding?

MR. ROCSE: Absclutely, yes --

MR. HEMPLING: Yeah.

MR. RCOSE: -- that becomes fundamental, right.

MR. HEMPLING: What I'm asking is what are the
change in schedule for the AMI program affects the workload of
anybody eise in the Company, either reducing or increasing?

MR. ROOSE: I think what some of the issues we're
focusing on with smart grid there's other staff beyond the
focus or the staff in the AMI division that are spending a lot
of time on that effort.

I have some of my planners in the renewable energy
planning division mcre specifically that have been hard at
work in trying to secure position of funding and do through
ARA funding, federal funding, to do other pilot efforts on
AMI, you know, and other smart group that functicns.

Again, one of the key things we're doing is we're

trying to implement right now a roadmap for the Company on
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smart grid; so, we've assembled and have already issued an RFP
for bids for that, and we've actually got bids back, and we'zre
in the process of assessing the bids right now and will be
awarded a contract shortly to develop that roadmap.

So there's staff that's cutside of the AMI era that
have actually been running pocint on that effort, a
considerable amount of time there. And that's, again, I
think, tied with the extension of time for the hearing. It's
really allowed us an opportunity to really do that work and
encode into our AMI program efforts.

MR. HEMPLING: So it's not like we have to reduce
the revenue requirement because pecple have less to do while
they're waiting around for the AMI case to start. Correct?

| MR. ROOSE: Correct.

MR. HEMPLING: All right. th it.

What about nonlabor costs?

Does the deferral in the AMI application case
schedule affect any nonlabor costs that are in the proposed
revenue requirement?

MR. ROOSE: I don't think I'm the best person on
the witness stature of that, but I'll try at this point.

For nonlabor expenses, we do have some couple of
different buckets of expenses. One is in the R&D type
expenses.

Those expenses, at this point, we continue
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projecting has been what was set forth in the rate case
proceeding. I believe the amount for this year, our expenses
are targeted roughly in the 610,000, 611,000 area.

MR. HEMPLING: You're still going to need to spend
that notwithstanding the change in the schedule-?

That's all I'm asking.

MR. ROOSE: Correct.

MR. HEMPLING: Okay.

MR. ROOSE: That's correct.

MR. HEMPLING: These are what they call softball
questions.

MR. ROOSE: Thank you.

MR. HEMPLING: That's what they call a trap. Ckay?

So, well, T guess, I can go toc Mr. Carver on this.

This is the question, just one application of the
question that Mr. Roose referred to.

Well, I take it you're not -- Mr. Carver, you're
not proposing that we take the costs that are related to the
BMI activities that Mr. Roose just described, take the matter
of the revenue requirement and deal with them some other day,
right, you're satisfied with there being a regular requirement
now?

MR. CARVER: That's correct. Part of my direct
testimony was a recommendation that those costs be recovered

through a CDI surcharge or an AMI recovery mechanism.
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‘MR. HEMPLING: Are you now referring to labor or
nonlabor?

MR. CARVER: Nonlabor, the nonlabor R&D cost —-

MR. HEMPLING: Right.

MR. CARVER: -- that you were just talking with --

"MR. HEMPLING: Yeah, I was talking about a number
of things. But with respect to laboer, you're okay with the
way we're doing it right now?

MR. CARVER: Yes, I am.

MR. HEMPLING: You would not be okay with
recovering labor costs during the surcharge?

That part I get.

MR. CARVER: That's correct, I agree with
Mr. BroscH.

MR. HEMPLING: No, he agrees»with you.

MR. CARVER: We agree with each other.

MR. HEMPLING: Okay. Excuse me, one second.

CHAIRMAN CALIBCSO: Before moving on te this next
subtopic, let's take our morning 15-minute break.

We'll reconvene at five until eleven.

(Whereupon, at 10:41 a.m., a recess was taken, and
the proceedings resumed at 10:58 a.m., this same day.)

CHAIRMAN CALIBOSO: Good morning.

This hearing is reconvened with Panel 2.

Mr. Hempling?
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MR. HEMPLING: Yes, sir, Mr. Chairman.

Can we talk now about the fee and tariff order and
its implications for the revenue regquirement?

Who covers that subject?

MR. KIKUTA: That would be Mr. Seu.

MR. HEMPLING: Good morning, Mr. Seu.

MR. SEU: Good morning, Mr. Hempling.

MR. HEMPLING: Could you describe what changes in
your Department's activities as staffing, et cetera, would
occur as a result or will occur as a result of the
Commission's order on fee and tariffs?

MR. SEU: Yes, in our response to PUC IR 186, we
provided a description of the various activities that would be
taken on bj the different departments in HECO to implement
this fee and tariff decision in order.

As explained in an IR response, numerous
departments at HECO will be affected in No. 1 carrying forth
the fee and tariff proceeding to its finish, you know,
ultimately resulting in a fee and tariff that is available for
implementation; and, then going on from that point actually
administering the fee and tariff program.

So the activities in IR 186 cover both
administrative, technical costing interconnection work, legal
work, setting meters, a variety of different activities.

MR, HEMPLING: So is the order going to cause costs
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that were not anticipated in your rate case filing?

MR. SEU: Yes.

MR. HEMPLING: So how do you prepcse to recover
thecse costs?

MR. SEU: Well, I think any of the costs are
actually going to be experienced in 2010 and beyond.

What is being experienced in the test year 2009,
that is not currently reflected in HECO's rate case, are the
additional costs that will be incurred presently as we, for
example, bring on an independent observer to assist us with
designing the FIT gueueing process as we continue to work with
our legal counsel for the filings, as we continue to work with
the internal HECQ resocurces to, for example, get ready for the
technical.studies that have to be done to further define
reliability standards and interconnectibn, any interconnecticn
modifications.

MR. HEMPLiNG: Wouldn't you have anticipated, as
part of preparing the rate case filing, the likelihood that
those costs would be incurred in 20097

MR. SEU: We did assume certain fee and tariff
costs. One of the biggest challenges, though, was what type
of a fee and tariff would we actually see that would come out
cf the decision order. The timing of the fee and tariff was
also difficult to predict. Sc we felt that it was reasonable,

more reasonable on our part to actually be somewhat
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conservative in our assumptions.

Our proposed fee and tariff that we went forward
with in that proceeding was for, I would call it, a more
moderate program, and the decision in order is a little bit
more aggressive than we had proposed; so, the fee and tariff
costs that are in the rate case were more conservative.

MR. HEMPLING: What about the argument that you'll
need fewer people to negotiate power purchase agreements
because they'll be & fee and tariff that empowers and
authorizes those agreements?

Is there an agreement that while there would a
short-term increase in workload to get the tariff up and
running, but over the longer run will need fewer positions for
negotiatiohs and administration of the contract.

MR. SEU: I don't think that actually is the case.
It's not our expectation. What we are exﬁecting to see is
that the fee and tariff will better accommodate an influx of
power purchase proposals for the projects that are identified
as a fee and tariff eligible, but we will continue to see
other propesals coming in to us on a bilateral negotiated
basis.

We will continue to work to adminlister power
purchase agreements that arise out of the competitive bidding
framework; so, we anticipate that the end result of fee and

tariff will actually be to -- it will be to help us manage a
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pretty significant increase in overpower purchase activity,
but we don't expect that there will remain a state quo in
terms of overall purchase activity.

MR. HEMPLING: You're not looking at the fee and
tariff order as a work reducer?

MR, SEU: No.

MR. HEMPLING: So with respect to going forward in
2010 with respect tc nonlabor expenses associated with fee and
tariff administration, you'll be looking to the surcharge if
approved by the Commission for recovery of those costs --

MR. SEU: I believe --

MR. HEMPLING: -- or I'll just ask it more
generally.

.How do you propose in the future to recover
increase costs, nonlabor, that arise frﬁm the fee and tariff
responsibilities?

MR. SEU: I believe that the answer, as you stated
criginally, was correct. Sort of looked towards some sort of
a surcharge mechanism for recovery. I'm not sure if -- I
believe that's the case.

| MR. HEMPLING: And labor costs, 1f incremental to
what are presently assumed in this rate case, you're still
working that out with the CA as to whether to have surcharge
recovery or some other form 6f recovery?

MR. SEU: Yeah, I don't know. I don't know exactly
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what -- you know, the base approach would be, of course, to
try and assess what those additional labor costs .are.
Obviously, one mechanism is to wait until the next rate case
preoceeding to make the argument to recover those costs and
rates.

MR, HEMPLING: Okay. And a few questions on
PV Host.

Is that you, sir?

MR. SEU: Yes.

MR. HEMPLING: If I understand your application in
the PV Host program, page 54, you don't have to grab it, it
discusses the treatment of post-site lease payments; and, in
response to an IR from us, IR-187, in response to the
question, Were costs of the site leases for the PV Host
program included in the propcsed revenue requirement?

The answer was no.

Do you recall that?

MR. SEU: Yes.

MR. HEMPLING: So how are you expecting to recover
the costs asscociated with leasing under the PV Host program?

MR. SEU: I think as we described in the PV Host
application that once we get through the Commission's
consideration of the application, that recovery of the costs
associated for the program would be addressed in that

proceeding. We did reference recovery through some sort of a
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surcharge mechanism as well in the application.

MR. HEMPLING: Do you have any feel for the
magnitude of those costs under various assumptions of
subscription to the program?

MR. SEU: I can't recall off the top of my head the
exact figures, but I believe that we did try and calculate an
estimated budget for the PV Host program as we proposed it and
that's included in the PV Host application.

MR. HEMPLING: Okay. Who's lifeline, lifeline
rated program?

Who handles that?

Mr. Hee, welcome.

Just try and get a feel for what's coming up next
year in térms of cost recovery.

Mr. Hee, I think this would be straightforward.

In the lifeline rates application at pages 10 to
11, and I don't think you need to pull it out, the statement
is that the Company's qgote will evaluate the incremental
labor and nonlabor costs to maintain and manage the lifeline
rate program above the costs included in base rates one year
after implementation.

What are these incremental labor and nonlabor costs
to maintain and manage the program?

MR. HEE: The lifeline rate provides credence to

customers who meet certain obligations -- certain eligibility
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that indicates that they are, in fact, low income. The
program itself will need to have people to administer that
program in order to check to see if, in fact, the
documentation is correct and, in fact, they do meet the
eligibility.

Tt also involves keeping track of the amount of
lifeline rate credits that are being provided to customers for
an identification to the Commission in that evaluation a year
later.

The idea behind the lifeline rate was that in --
because we don't really know how many customers are really
eligible until we have the lifeline rate implemented that the
costs and the revenue impacts are difficult to determine.

' MR. HEMPLING: So, as I understand it, in response
to PUC IR 188, the Company stated that no base or incremental
labor or nenlabor costs to administer the proposed lifeline
program were included in the revenue requirements in their
proposed Settlement Agreement or in the Company's response to
the interim D&0O, is that your understanding?

MR. HEE: Yes, that is my understanding and that is
also correct. We did not include any hours for lifeline rate
administration in the rate case.

MR. HEMPLING: Right. And then further in that
same response the Company stated that it did include lakor and

nonlabor costs to develop and design the program?
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MR. HEE: That is correct. That is what I had said
previously. The seniocr rate analyst that was, I think,
identified as position No. 11, did work on lifeline rate --

MR. HEMPLING: Okay.

MR. HEE: -- application and design.

MR. HEMPLING: So if the Commissicon approves the
program, the lifeline rate program, the Company would be
incurring administrative ccsts while rates approved in this
rate case are in effect; is that right?

MR. HEE: Yes, we would very likely be incurring
administraticn costs, but we did not include those in the rate
case,

MR. HEMPLING: So would the Company just eat that
or would fhey be proposing to create a regulatory asset
reflecting those costs or what?

MR. HEE: I think we are still proposing to eat
that portion of it until the year later where we would be able
to identify for the Commission in a better -- with the actual
information as toc what those amounts were.

MR. HEMPLING: But we're not talking something
large. It's somewhere between cne and five employees, I would
assume.

MR. HEE: We don't expect it to be large. That's
why we agreed to not recover it in -~

MR. HEMPLING: Okay.
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MR. HEE: -- the rate case.

MR. HEMPLING: Excuse me, one second.

Okay, thank you, Mr. Hee. That's it for you.

And I have a question for the Consumer Advocate
concerning the fee and tariff outside services cost. I guess
I'm back to fee and tariffs.

This is a question based on CA -- Exhibit CA-S300.
T told you these questions would be coming at random. So
Exhibit CA-S300 is a spreadsheet entitled HCEI-related costs
per Settlement Agreement. |

MR. CARVER: Yes, that's correct.

MR. HEMPLING: So on line 11, Mr. Carver, you've
got a line item called fee and tariff outside services.

Do you see that?

MR. CARVER: Yes, I do.

MR. HEMPLING: And then Foctnote G. Footnote G,
the settlement provides for a two-year amoftization by the fee
and tariff consulting costs. Right?

MR. CARVER: Yes, the net of the allocation to MECO
and HELCO.

MR. HEMPLING: Right.

Is there any particular policy basis for the
two-year amortization?

MR. CARVER: You'll note that there are several

calculations on this page based upon a two-year amortization.
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MR. HEMPLING: Yeah.

MR. CARVER: And it is premised on a two-year cycle
for the Company's next rate case, as was discussed in the
decoupling document.

MR. HEMPLING: Mr. Carver, what's -- are you
familiar with the treatment in other jurisdictions generally
about the recovery of predevelopment costs for capital -
projects that have not yet been approved by the Commission?

MR. CARVER: CGenerally, yes. I must say that this
Commission is somewhat unique in terms of the requirements for
seeking pre-approval of construction projects in excess of
$2.5 million; so, a lot of what we see happened here is
different than what we might see in other jurisdictions.

‘ It's not uncommon elsewhere for those
predevelopment costs to simply be recognized as operating
expense, whether they're internal labor costs or some limited
outside services consulting costs.

Once a project is identified as being a viable
project that the Company is going to proceed with, at that
time, they typically start capitalizing those planning and
costs to identify the needed resources, timetables, that sort
of thing.

MR. HEMPLING: 1In these other jurisdictions, you're
referring to in an internal Company decision --

MR. CARVER: Yes.
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MR. HEMPLING: -- as to whether a program really is
going to have legs?

MR. CARVER: Yes, ves. And it's fairly uncommon
except for certain unique areas for a Company to go to the
Commission in other jurisdictions and seek Commissicn
authorization of a particular project. That's somewhat
different here. |

MR. HEMPLING: So the dividing line that has become
a matter of emphasis in these conversations and the
negotiations 1s between a project or capital expénse that its
expenditure that's been approved or not yet approved by the
Commission; the emphasis being placed on that dividing line as
being relevant to recovery is not something that occcurs in
most ofbofher jurisdictions, is what you're saying?

MR. CARVER: Yes, that's correct.

MR. HEMPLING: So what's the regulatory principle
here that gets applied to these other jurisdictions, simply a
question ¢f whether it's prudent for the Ceompany to lock ahead
and spend a certain amount of money thinking about the future
and planning?

In other words, if you were going to recommend to
this Commission that it would be less focused on whether a
project has been, quote, approved, close quote, or not and
more focused on something else, what would the relevant

principles be?
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MR, CARVER: That's a question of first impression
that I hadn't really given much thought to for purposes of
this proceeding. But, you know, typically, what I see in
other jurisdictions is utilities seeking some regulatory
feedback on large projects be it a new transmission line, a
re-conductoring (sic) of a long transmission line, a new
generating facility; particularly, when a new site is
required, there may be needs to obtain Commission approval of
an authority to site a generating asset at a new location
versus an existing location.

I guess I'm having a little difficulty off the top
of my head coming up with what criteria or suggestions we
might have for the Commission to do things differently than
they do tﬁem now.

MR. HEMPLING: Pardon me for being surprised by the
answer. I though you spent a career looking at the
reasonableness of utility expenditures. You must have some
set of principles that you used in your own analysis, either
you and/or Mr. Brosch as to whether a Company is spending
dollars wisely on activities that may or may not produce a
useful capital project at some point.

MR. CARVER: Well, one of these companies do look
at various projects to determine whether it's a viable
project, whether it's really needed. Those projects -- those

activities occur on a recurring basis for that utility.
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So other than looking at, you know, manpower
requirements, locking at abnormal outside service contractor
reguests, that's really not analyzed in that fine degree of
detail that your gquestion implies.

MR. BROSCH: May 17

MR, CARVER: BSure.

MR. HEMPLING: Just so we're clear, maybe I'm not
asking the question precisely. I didn't view it as a fine
level of detail. 1I'm viewing it as in a particular era like
the one we're in now where utilities feel some cbligation to
learn new things, to test new concepts, to explore ways of
complying with new political decisions.

You're saying that most jurisdictions, they don't
come for épproval of a particular program. They spend the
money and hope to get a recovery. Hererwe tend to rely on
whether a particular project has been approved or not. And
I'm asking what tools the Commission could use, based on your
recommendation, for assessing reasonableness of expenditures
like this.

Mr. Brosch?

MR. BROSCH: I guess I would first observe, in an
effort to help here, that the default model, if there is one
in other jurisdictions, is an expectation that the utility
that has the franchise and the opportunity as well as an

obligation to serve is generally managed by the regulator
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recognizing that management has the best tools at its disposal
to figure out how to optimize resource assilgnments and meet
that obligation.

And in the absence of a statutory mandate or a
Commission rule that specifies when and how the utility needs
to come in for pre-approval, management makes those resource
allocation decisions; and, if there's a problem and scmeone
notices, that becomes the subject of a more intensive review
after the fact and pctentially a regulatory disallowance.

Now that's net to say that in certain states the
utilities haven't taken the initiative and observed, for
instance, that there's an opportunity to engage in smart grid,
or AMI, the current topic of great interest across the
industry and initiate it on their own, either applications foxr
Commission review and pre-approval to moderate the risks that
come from those initiatives and/or an applicaticn for special
costs recovery opportunities.

So it wvaries a lot depending on the circumstances.
The smaller projects that are continuous in nature tend to
fall within the responsibility of management and only bubbles
to the surface and get regulatory scrutiny when there's an
obvious prcklem or concern raised by someone.

MR. CARVER: I might also add that most
jurisdictions that I have worked in over the years employ a

historic test year, rather than a future or forecast test
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year; so, typically, in a rate case environment, we're locking
at actual costs that have been expended as opposed to
estimates of future costs that may or may not be expended.

So we tend tc look in the historic environment
whether certain cost elements, be it labor or nonlabor costs,
appear to be out of line or whether there's a known project
that has been problematic or troublescme and then delve into
whether or not the costs cof those activities are included in
the historic test year numbers or not; and, if it's a viable
project or not a viable project, it helps drive the degree of
scrutiny that those costs may be subjective teo in a rate case.

MR. HEMPLING: As long as I have you fellows on a
roll here, can I ask you some guestions back on the Big Wind
expenditurés? |

Y'all been involved in lookihg at these costs, one
of you gentlemen?

MR. BROSCH: Yes.

MR. HEMPLING: Okay. Can you compare in terms of
the approprlateness several ways for predevelcpment costs
associated with Big Wind to be recovered; one, being just
recording AFDUC now and allowing decapitalization of recovery
of those costs later versus recovery and base rates versus
recovery to a surcharge?

Do yocu have thoughts as to the best approach

because it looks like this is going to be a stream cf costs
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going forward.

Mr. Brosch?

MR. BROSCH: Yes, let me first, T guess, seek some
clarification. We're talking about predevelopment costs, sc I
assume these are costs that the utility wculd be obligated to
incur an expense on its bgoks but-for some special accounting
and separate costs recovery opportunities.

Is that -- am I on the right page with you?

MR. HEMPLING: Yes, if you mean by cbligated,
obligated by accounting practices as opposed to obligated by
the Commission.

Ts that what you meant by "obligated"?

MR. BROSCH: Yes. Unless there is some prescribed
accountin§ deferral authorized by the Commission that would
allow the Company to take a study cost;‘and, instead of
expensing it, which would be the normal accounting, instead
defer it for consideration in some other proceeding and some
cther cost recovery device like the CEI surcharge.

MR. HEMPLING: Yeah, I should have added deferral
as one of the options.

So looking at the future stream of expenditures
associated with Big Wind, do you have a recommendaticn as to
how those expenditures ought to be treated?

MR. BROSCH: Yes, where individually significant,

my recommendation is that those outside services costs, the
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nonlabor costs, should be deferred and considered for separate
CEI surcharge recovery by the Commission; and, I talk about
that, generally, at pages 28 to 38 of CAT-1, where I recommend
some procedures and definitions and safeguards for that
process.

MR. HEMPLING: Why not just to include them in
rates as part of the regular company activity of preparing for
the future?

MR. BROSCH: A great question and one that I tried
to wrestle with a bit in that testimony. I think, first of
all, it's difficult to quantify these individual significant
large one-time activities and costs.

So if you are trying to set base rates at a
representétive ongoing level of expenditure, you woculdn't
necessarily want to put all of those costs in a single test
year and bake them into rates that are going to stay in place
potentially for two or more years.

Secondly, you ask yourself about the incentives
that you provide to management. And if you were to seek to
bake in to rates, for instance, a two-year amortization,
you're telling the utility they have X number of dollars to
spend per year to do these things that are being desirable by
the Commissicn.

What you may instead want to encourage the utility

to do is spend all that is necessary, even if we didn't know
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what that amount is today, to get the job done guickly and
efficiently all subject to review with the potential for
recovery outside of base rates, so that you can monitor that,
segregate those costs and determine whether they are eligible
for surcharge recovery.

‘MR. HEMPLING: Well, excuse me. What incentive is
created by telling the Company, spend all you want and we'll
let you know afterwards whether you spent too much?

What incentive i1s created?

MR. BROSCH: The incentive that you create is
really the avoidance of the distance in it for baking a fixed
amount in to base rates and telling utility management they
only have that much to spend; and, clearly, the flip side of
that, is Qhen you create a preferential cost recovery device,
a surcharge recovery opportunity, you shift risks to
ratepayers and you open the door to potential abuse, which is
why you need to rigorously define what costs are eligible and
tell the utility how you're going to review those costs and
consider them for costs recovery.

MR. HEMPLING: Well, I know is that I remember my
first month in private practice, my own law practice, in 1890,
the client actually said, Spend what you want and the hours,
and we'll tell you at the end of the month whether you got it
right. I lost 3,000 bucks that month. Of course, I made

15,000, but that was the first of many occasions when I found
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that any time a client said spend what it takes, and we'll let
you know afterwards, that it was a losing propecsition
financially, it was always a gain in terms reputationally.

But in terms if you were running the company is
that the life you'd like to lead where you wait until you find
oﬁt afterwards whether you and the Commission had the same
idea about the scope of activities?

MR. BROSCH: If I were wcrking for the company
looking at this CEI surcharge recovery mechanism, I would be
just as concerned about defining the mechanism. I might be
more interested in the liberal definitions of the ccsts that I
might seek recovery of later, but I would be concerned about
how those definitions were put in place and what opportunity I
had to bring those costs before the Commission for
consideration and ultimately recovery..

And if there was a concern about spending
exceeding -- its actual spending exceeding intended levels,
you might seek —-- the management might seek some guidance from
the Commission as to what cost expectations there are on both
sides of the table; but, at end of the day, if the intent is
to expedite a cost-effective study of the renewable
opportunities that we have here, the base rate recovery may
not be the best way to do that because that sends a signal
that you've got have X dollars to spend and anything over that

is out of earnings.
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MR. HEMPLING: What about a combination?
I mean, don't you see a situation where there
should be a base level of activity if the company directed

toward innovation and learning curve and experimentation and

then, in addition to that base level surcharge, things that go

beyond rather than you and the base level, the way you do,
which is a cap on expenditures?

MR. BROSCH: Well, let me take a couple of swings
at that, and you can tell me if I've got it or not.

There is a base level and you talked with wvarious

Company witnesses this morning about, What do we dc with

staffing? And I interpreted most of the responsés I heard to

be we tried to address a base load level of work, even though
the activity is changed week by week and year by year, by
staffing up in a way to provide an opportunity to do an
efficient amount of that internally and then where we don't
get the job done, we go cutside and supplement our resources
with contractor assistance.

MR. HEMPLING: Well, except, if I may just
interject, the base level is pecple working overtime.

MR. BROSCH: Sometimes that becomes the base.
That's right.

MR. HEMPLING: All right. Please ccntinue.

MR. BROSCH: So if you want to specify where costs

recovery through surcharge, what I call preferential
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regulatory treatment, is to be afforded, the balancing act is
clear definiticns so that the process can be understood and
applied first by the company as i1t occurs those costs, defers
them and seeks reccvery, and then by the Commission and the
Consumer Advcocate in looking at those applications with a
clear understanding of what was intended; and, then a record
of actual incurred costs to know whether the intentions were
met and whether the costs appear reasonable or not.

The balancing is usually these surcharge devices
are intended to be almost self-administering, in that the
filings usually aren't intended to precipitate protracted
discovery period and a lot analysis and prefile direct
testimony.

| So you want the definitions to be simple, the
filings to be relatively straightforward and approval tc not
take a great deal of time; so, there's this tension between
definitional complexity and administrative workability.

MR. HEMPLING: Are you familiar with the three-year
amortization period for Big Wind studies that the Company
proposed in its Big Wind studies docket?

MR. BROSCH: I'd have to say, no, I'm not familiar
with that.

MR. HEMPLING: Who in the Company is responsible
for that Big Wind amortization on a three-year basis?

Mr. Roose?
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Ms. Nanbu?

MS. NANBU: I believe the three~year amcrtization
was the alternative position in the Big Wind study.

MR. HEMPLING: Yés.

MS. NANBU: The primary position for the Company
was to have the costs deferred and recovered through the
surcharge mechanism. However, the Commission did not support
the surcharge mechanism and the Company proposed that the
costs that have been incurred, beginning January 1lst, 2009,
and going forward, be allowed to be deferred and insurance for
amortization through the next rate case for over a three-year
period.

The three-year period was based on assuming the
next rate case was in 2011 under the decoupling mechanism with
a three-year cycle for rate cases and the decoupling
proceeding.

MR. HEMPLING: Thank you for that clarification.

I don't know if this next question goes to you,

Ms. Nanbu, or Mr. Roose, but the discussion T just had with
Mr. Brosch about the incentives to the Company varying between
base rate case recovery versus a surcharge, any thoughts as
somebody who runs the department as to which regime weorks best
for you?

MR. ROCSE: I think for purposes of the studies in

this case, again, with, sort of, the -- we're doing a lot of
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work on renewables right now, and there's a lot of different

forms and proposals and projects in which, you know, we want

tc advance the amount of renewables we have in our system;
but, in the case of the Big Wind efforts, in particular, they
are, I would say, somewhat unique in that, you know, again the
magnitude and the complexity of the issues are about board
with pursuit of an initlative of that scale.

I think, in my mind, it seemed to fit pretty well
with a surcharge type mechanism in that, you know, again,
those costs and those studies are not typical of the general
planning that we're going to be doing; although, again, the
planning, as you move toward to the future with renewables, is
changing on the type of work. That it's much more complex and
requires a'lot more analytics apparently than before.

For the Big Wind, in particular, I do think they're
somewhat unique in that respect, and, in my mind, at least a
surcharge mechanism seems to fit with that particular project
effort. |

MR. HEMPLING: I'm wondering if we're communicating
about the same issue. I understand the reason why the Company
prefers a surcharge is because it gets the recovery without
having to do a general rate case and encounter all of the
procedural and persocnal efforts that that entails; but, I'm
asking about the management and certainty asscciated with

gquest recovery.
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How does it feel running a department to incur a
lot of costs and not know until you're done whether the
Commission in the surcharge context is going to aliow the
recovery, because you understand the surcharge is not just a
cost recovery mechanism?

It's like a rate case, an opportunity for the
Commission tc review the reasbnableness of the costs.

So I wanted to get a better understanding, from
your perspective, as a budget manager, which life you like to
lead, a life where you know what you're going to get recovery
of or a life where you don't know?

MR. ROOSE: I think our approach in that
application requesting a surcharge recovery 1s looking to get
a determiﬁation by the Commission of the reasonableness of
what we're proposing to do in those studies during the scope
and the cost of those upfront.in this -- in that proceediﬁg in
of itself.

Now we would have to come back to the Commission
and file a report that explainé that we did what we
represented we were going to do and we conducted those studies
and we, you know, here's the actual costs for that effort;
but, the effort would be again focused on trying to get, I
guess, an indication from the Commission in its initial
decision and order in a docket that indicates that what we put

forward in terms of scope of those studies, the costs of those
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studies is reasocnable and prudent, which then would give us
the level of assurance we need to execute those studies.

I mean, the magnitude of those costs, yes, as a
manager cf the department, if there's complete uncertainty on
cur recovery of that to some point after the expense of that
money, that's a major challenge for the Company to be able to
bear that risk. I don't know if that's a risk at the end of
day given the total management of the dollars that the Company
could actually, in fact, bear.

MR. HEMPLING: So the scenario is actually clear,
thanks to you, the one I was discussing with Mr. Brosch.

What you're anticipating is that the surcharge
device is there for recovery of costs between rate cases, but
what you'ré going to be doing is coming to the Commission and
asking for approval of a budget, in effect, before you incur
those costs and then the device for recovery in that budget 1is
going to be the surcharge.

So what your describing the situation where the
uncertainty is removed because the Commission is signing off
on your expenditures ahead of time. Right?

MR. ROOSE: That is the intent; of course, subject
then to a final cost reporting in which we would, again,
compare that with what we had represented; and, if at that
point, if, you know, the Commission would have that view of

the actual expenses versus what was represented upfront with
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what they actually approved.

MR. HEMPLING: Sc¢ the Commissiocn's approval of a
cost level becomes a forum, right,‘because if you end up
incurring higher costs than what was proposed, you're not
promising tc absorb those, you're retaining an opportunity to
come in and say some of these things costs more than we
expected, like the matter of the $55 million concerning the
CT~1 unit. Right?

Do I understand your approval in the Big Wing case
correctly?

MR. ROOSE: I think in regards to --

MR. HEMPLING: Yes?

MR. ROOSE: No.

' MR. HEMPLING: Okay, go ahead.

MR. ROOSE: I think in regards to the.costs that
were put in part in the applications, the scope of that work,
you know, we're committed to complete that work. I think we
have enough definition and understanding of what that work
will be in both in terms of the scope and costs and effort
that we will maintain our expenses to that level that we're
making -- that we represented in the application. In other
words, it's more of a cap in that case for those costs.

Now 1f in the course of that effort we identify --
in course of the study efforts we identify studies that were

just not foreseen and were not identified within the scope of
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work that was set forth in the application, I think we would
have to come back to the Commission and seek approval for
those costs recoveries; but, relative to the scope set forward
and the budgets we've estimated, we are committed to
maintaining that level of expense in terms of ﬁhat we're
requesting the recovery for.

MR. HEMPLING: Mr. Brosch, what do you think of
that approach?

Do you think that approach sends or creates the
right incentives within the Company both to be innovative and
experimental but also to be cost-conscious?

MR. BROSCH: Well, let me first explain why I
didn't ask (sic) your first question on this line, and that
was becausé it wasn't clear to me what you were talking about,
the definition of costs and surcharge recovery in the context
of the rate case or some cother dockets that are going on.

And I have to say the testimony that I referenced
you to in CAT-1 was strictly from the perspective of the rate
case with an appreciation that there are these cother dockets
and numerous other proposals before the Commission that
Mr. Carter and I are not close to; and, for that reason, I‘
tried to put forward some generalized recommendations on how
to police this whole environment where you're building a
number of separate surcharge recovery opportunities that can

be problematic.
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All of that said, clearly what the Commission
chooses to do in authorizing a surcharge and setting a budget
is important to the signals sent to management.

One alternative might be for the Commission to say,
we understand your application on Big Wind studies to be this
scope of work at this estimated costs, and the Commission
could elect to say a number of things, that budget is
approved, anything over that, will never be eligible for
surcharge recovery, take it out of shareholder earnings
between rate cases; or, they might say, it's approved with
some 110 or 120 percent contingency above that; or, it could
say 1f the budget'changes come in with the revised
application, so we can think about it and talk to it.

It all is very issue~specific in terms of what
signals the Commission wants to send, when they want to hear
back from the ﬁtility, and what risks want to be cffset for
the utility in advance by approving a budget, for example; or,
electing not to do thét.

MR. HEMPLING: Could you answer my gquesticn,
though, which is with respect to the regime that Mr. Roose
just described? |

What do you think about the incentive that creates
for management?

Do you find them to be appropriate or

inappropriate?
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MR. BROSCH: Well, I think it's certainly
advantageous to management to have pre-azpproval Qf any
particular scope of work.

MR. HEM?LING: I know that.

MR. BROSCH: Yeah.

MR. HEMPLING: I'm asking what you think about the
incentives to the Company.

MR. BROSCH: I think the incentives to the Company
are encouraging them to go forward and do the promised work at
the projected costs, if there's pre-approval; and, if the
interest of the Commission is in expediting this work and
allaying management ccncern over cost recovery, that might be
the right answer.

 MR. HEMPLING: T have some questions about biofuel
expenditures.

Who is that?

It's referring -- the reference is page 21 of
Exhibit 1 to the Settlement Agreement. I'm referring to the
50,000 for bilofuel agricultural property search expense and
the 649,000 for the biofuel co-firing project.

MR. KIKUTA: Mr. Hempling, Mr. Tamashiro would be
able to respond to the guestions. ‘

I would note that Mr. Tamashiro has not yet been
sworn in as a panelist.

CHAIRMAN CALIBOSO: Please, stand Mr. Tamashiro.
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Do you soiemnly swear that the testimony you're
about to give will be the truth, the whole truth, and nothing
but the truth?

MR. TAMASHIRO: I do.

CHATIRMAN CALIBOSO: Thank you.

MR. HEMPLING: Good morning, sir,

MR. TAMASHIRO: Good morning.

MR. HEMPLING: How are you today?

MR. TAMASHIRO: Fine. Thanks.

MR. HEMPLING: Sir, you're familiarbwith this
aspect of the settlement which includes R&D cost of 30,000 for
the biofuel agriculture crop research expenses and the
6049,000 for the biofuel and co-firing project expenses?

' MR. TAMASHIRO: Yes.

MR. HEMPLING: Okay. And what are those
activities? Cculd you describe them?

MR. TAMASHIRO: The biocfuel project, it's a projet
in which we are incurring research and development costs in
order to see 1f whether our plans can burn biofuels.

MR. HEMPLING: So --

MR. TAMASHIRO: The --

MR. HEMPLING: I'm sorry, go ahead, sir.

MR. TAMASHIRO: -- projects are described in detail
in my direct testimony.

MR. HEMPLING: So with respect to the period when
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the rates will be in effect, what was the expenditure levels
that you expect?

MR. TAMASHIRO: I believe we requested in the test
year was 649 --

MR. HEMPLING: Wait. Right, I got it. I missed

the question here. One second.

What were the expenses, do you know, for 2007, 2008

and 20097

MR. TAMASHIRO: You're referring to the full-time
bicfuel project?

MR. HEMPLING: Yes.

MR. TAMASHIRO: We disclosed that cost in an IR
response.

MR. HEMPLING: I just figured you'd have it faster
than I would.

MR. TAMASHIRO: 1l64. I'm sorry, that's Company
response to 483.

MR. HEMPLING: To what?

MR. TAMASHIRO: 483.

MR. HEMPLING: What's the answer?

MR. TAMASHIRO: For 2000, the Company incurred
$100,000.

MR. HEMPLING: Which year?

MR. TAMASHIRC: 2007.

MR. HEMPLING: Yep.
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MR. TAMASHIRO:

MR. HEMPLING:

MR. TAMASHIRO:
862,000 to date.

MR. HEMPLING:

2008 was 143,000.
Lower, please, yeah.

And 2009 was 649,000 for a total of

And that was for the biofuel of

co-firing project expenses?

MR. TAMASHTRO:

MR. HEMPLING:

That's correct.

And what about the biofuel

agriculture property research expenses?

MR. TAMASHIRO:
2008, we incurred 52,000.
MR. HEMPLING:
MR. TAMASHIRO:

' MR. BEMPLING:

In 2007, we incurred $52,000; in

And '09?
In the test year, we have 50,000.

So do you have a feel with respect

to these two categories of expenditures what they will be for

2010 and 20117

MR. TAMASHIRO:

I don't know what the budget

amounts for these projects are in 2010 and 2011. However, 1if

I could just point cut that R&D is an ongoing expense of the

Company, and we feel that

these costs should be recoverable

commensurate with the expenses that incurred in the previous

years, which 1f you look at the Attachment 1 to the final

settlement, the HECO T-14,
MR, HEMPLING:

MR, TAMASHIRO:

1t is somewhat consistent.
Whét was that reference?

Attachment 1, HECO T-14 final
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settlement.

MR. HEMPLING: Yeah.

MR. TAMASHTIRO: Where it shows the actuals from
2004 to 2008, the expenditures of the Company had been
somewhat consistent.

MR. HEMPLING: 1Is the Company carrying out this
research in conjunction with any other utilities, say, on the
mainland or around the world; or, are you, by yourselves, in
researching the biofuel?

MR. TAMASHIRO: I'm not exactly sure 1f we are
engaging with other utilities. We do engage consultants for
helping us with these R&D projects.

MR. HEMPLING: What's your specific role with
respect td this research?

MR. TAMASHTRO: I am the R&D witness in this rate
case.

MR. HEMPLING: Right. But within the Company --

MR. TAMASHTRO: Oh.

MR. HEMPLING: =~- what is your management
responsibility with respect to biofuel research?

MR. TAMASHIRO: I'm the Director of Corporate and
Property Accounting.

MR. HEMPLING: Does that mean that you don't have
any role with respect to the research itself?

MR. TAMASHIRO: No; maybe, that's correct.
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MR. SEU: Mr. Hempling, Mr. Seu here. Perhaps I
can answer and try to --

MR. HEMPLING: Yeah.

MR. SEU: -- address your question.

MR. HEMPLING: It's within your domain?

MR. SEU: Yes.

MR. HEMPLING: In your current position, which is?

MR. SEU: I'm Manager of Resource Acquisition.

One of the divisions in my department 1s what we
call our Technology Division and the R&D expense for the
support of the biofuel research, the roughly $50,000 per year
expense, comes under my Technology Division.

MR. HEMPLING: Yes. 8o the question is, Is this
research that's being conducted by the Company in isclation
from other R&D on biofuels around the Country and the world or
are there economies to scale that you're trying to realize by
cooperating with other utilities?

MR. SEU: I would say all of our research is in
collaboration with other efforts going on across the
country -—-

MR, HEMPLING: Sc¢ in this context --

MR. SEU: =-- as far as we are monitoring other
research projects. Howeﬁer, specifically, as we are
supporting, for example, the Hawaii Agficulture Research

Center for the University of Hawaii in Hilo, the College of
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Tropical Agriculture, this specific focus is a lot of their
research is to see what types of biofuel crops would be best
produced and grown here in Hawaiil; so, there is a -~ probably
it is somewhat unigque to the Hawaii situation.

We are providing the support so that these

different research organizations in Hawaii can address

anything from what the types of soil in Hawaii are most
suitable for specific crops, what types of water is required,
and so forth.

MR. HEMPLING: With respect to the non-Hawaiil
specific aspects to the research, what are some of the other
organizations outside of Hawaii that the Company is
collaborating with?

' MR. SEU: Well, we were collaborating with various
entities that are interested to see if they can bring in
different types of crops, for example, and make a goal of it
here in Hawaii. These tend to be, for example, firms that
have a specific biofuel interest. For example, we may be

dealing with an entity that is really trying to push the

" development of algae-based biofuels; and, so they will have

research activities happening on the mainland, but when they
come here to Hawaii, because the nature of algae is very

site-specific in many cases, then what they are trying to do
is apply their overall approach but apply it here in Hawaii.

MR, HEMPLING: Okay.
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MR. SEU: So it is a —-- I would say it's fair to
say it's a mixture of trying to apply general biofuel research
activities but as they need to be applied specifically here in
a Hawaii situation.

MR. HEMPLING: Are you collaborating with any other
utilities around the mainland on biofuels research?

MR. SEU: Well, to the extent that we are
conducting research with some co-funding with our membership
in Electric Power Research Institute, or EPRI, as we call it,
we make our research project information available to other
utilities. We also, by bringing EPRI into the equation, are
able to hopefully benefit from what other utilities in the
mainland are doing.

MR. HEMPLING: But no specific utility you can
mention?

MR. SEU: Well, each —-- the way that EPRI manages
these different research projects is they will tend to work
with the utilitieé; for example, HECQ, and define a scope of
work for the research preject 6r activity. And EPRI will then
seek from other utilities whether there is an interest in
co-funding these research projects.

There are opportunities for us also to participate
in research -- EPRI-driven research projects that other
utilities are sponsoring. We are aware, for example, that

PG&E 1is interested in trying to support a research project on
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biofuels and because, again, it happens to be very
site-specific in terms what of can be grown here or produced
here in Hawail versus California. We may or may not choose to
participate in it.

MR. HEMPLING: Okay. Thank you, sir.

MR. GIOVANNI: Yeah, I just wanted to add relative
to the biofuel co-firing precject, that that project does set
us apart and is unique into -- in terms of how far we are
looking to push the research.

We did have a ccllaboration with the New York Power
Authority in EPRI. 1In their experimentation of this type,
which was ccnducted about three years ago; and, in that
instance, they limited their investigation to 20 percent
biofueling in a blend with the heavy residual fuel oil.

The case of this project we have found no other
utility experience, it pushed it any farther than that. Our
interest is really to ask -- answer the question how far is it
reasonable to use biofuels in a safe and reliable way within
our existing infrastructure and our existing power plants.

We are working collaboratively with the Electric
Power Research Institute in defining and scoping this procject,
and they are the organization that is making our work known to
other utilities; and, as that project comes to fruition and as
it's come closer te¢ fruition, we've heard more ingquiries from

other utilities. But, at this point in time, the project does

POWERS & ASSOCIATES (808)536-2001




10

11

12

13

14

15

le

17

18

19

20

21

22

23

24

25

108

not have any other formal utility collaboration.

MR, HEMPLING: Thank you.

I have two éhort areas before lunch. ©One is on
temporary employees.

CCMMISSIONER KONDO: Mr. Hempling, before we leave
this area could I ask scme guesticns?

I have a question about the Big Wind studies. 1T
don't know if it amounts to very much, but it's assuming that
the Commission does not approve the REIS recharge mechanism,
how is the Company propcsing to reccovery the costs of the Big
Wind study? |

MS. NANBU: I believe in the application for the
Big Wind study we said either in the REIP surcharge or a Big
Wind surcharge mechanism tc recover those costs.

COMMISSIONER KONDO: Assuming those surcharge
mechanisms to recdver those costs, how would the Company
recover those costs?

MS. NANBU: I guess that was our alternatiwve
proposal was the Company asked the Commission to allow the
Company to defer those costs and then advertise those costs in
the next rate case over the next three-year period. Under
that proposal, we do ask that we are allowed to include the
deferred costs in rate base with the fact that we are
incurring the financing of those costs and te include it in

rate base so that we could recover the financing of those
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costs.

COMMISSICONER KONDO: BAnd that would be to include
the costs in rate base now, in this rate case; or, that's in
the future?

MS. NANBU: It would be in the next -- in the next
rate case, yeah. I mean, we're not proposing to include that
in this rate -- in the rate base at this time. It wouldn't be
included in -- as we get that mechanism fcr deferral approwved.

On our accounting records, we would record that as
a deferred cost; and, in our calculations going forward, as to
our ratemaking returns, it would be included in the rate
bases.

COMMISSIONER KONDO: Thank you.

T have a question, Mr. Brosch, or Mr. Carver.

At what point, assuming collection through an REIS
type of mechanism, or through the mechanism that Ms. Nanbu
described in the next rate case, at what point does the
Commission lcook to see whether or not these costs are
reasonabkly incurred; in other words, that the Commission was
on board with Big Wind and that was the area that the
Commission would have suggested the Company investigating
through cur review?

MR. BRCSCH: The Commission cculd elect, in this
rate case, based on Mr. Giovanni's update, evidence, and what

you've heard here from the other witnesses, could elect to
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anticipate no surcharge recovery and build some amount in the
base rates; or, alternatively, the Commission cculd say HECO

was authorized to defer those costs and bring them to us for

consideration in the next rate case, which I understdod

Ms. Nanbu to suggest as an alternative.

Those would each be non-surcharge recovery

- apprcoaches. If you wanted to address them in surcharge style,

you cculd do so by defining or referring to the described work
and approving it in advance, 1f you were comfortable with it,
inviting the Company to go forward into further costs and
bring to you some calculation of a surcharge that would
recover those costs.

COMMISSTIONER KCONDO: Your first part of the
question or your part of the answer talked about putting it in
base rates in this rate case. That appears, to me, to assume
that the Commission is okay with the project or with expending
a large sum of money towards investigating how this project
can come to the island.

MR. CARVER: Yes, you could explicitly approve the
projects that are described in Mr. Giovanni's update and say
we're on board with these. We think those are reasonable; or,
alternatively, you could say, We look at the overall expenses
of the utility and we would prefer that HECO proceed at its
own risk and do whatever studies are necessary to discharge

the responsibility set forth in the HCEI agreement and come in
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later and tell us what those costs were and explain why they
were reasonable.

COMMISSIONER KONDC: I mean, putting the agreement
aside, it seems, to me, given the size ¢f the expenditure for
Big Wind studies, that the Company has the burden to establish
that, in fact, the expenditure as well as the project is
reasonable, is that correct or is that incorrect?

MR. CARVER: No, I believe that's correct. And I
understood Mr. Giovanni's update to be the Company's effcrt te
meet that cbligation and, ultimately, of course, you'll decide
whether they've decne that or not; and, when and how they might
have ancther cpportunity to do that, 1f there's any authcrity
given to defer those costs should they not be included in rate
recovery now.

COMMISSIONER KONDO: All right, thank you.

I have ancther question, and I'm sorry that I
wasn't fast enough to jump in when Mr. Hempling was moving,
but I have another question about HCI-related positions, and
I'm not sure 1f it's Ms. Nanbu, again, but maybe you can
correct my understanding.

From the testimony that I've heard, it's my
impression that there were no new positions created
specifically for HCI-related mechanisms; is that correct?

Because it seemed, to me, from the testimony that

people were saying that there were existing positions where
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some of the responsibilities now was being HCI-related, but
that there are no new HCI positions created; is that correct?

Is that understanding correét?

And, I guess, the additional part of that would be
no new positions created where somebody, who was in an
existing position, switched over to an HCI-related position,
and the position that was created was to fill that person's
existing position?

MR. HEE: In my area ~- my name 1s Alan.

In my area in the Energy Services Department, there
were two positions that were included amongst the 13. They
were the director of special projects and they were the senior
rate analyst. Both of them have more than 50 percent of their
activity on what we had called HCI-proijects, lifeline,

PV Host, AMI, those sorts.

Nevertheless, as we indicated in the response to
PUC IR 118, they also have activities in rate case, DSM
surcharge and so forth.

Furthermore, the proportion of work —-

COMMISSIONER KONDO: I understood the discussion
about the employees that were listed on the chart that
Mr. Hempling went through.

Besides those employees, excluding those 13, were
there any employees that the Company brought on that are not

listed on that chart that would create HCI-related purchases;
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or, where the Company brought on people to £ill roles that
someone else now moved to an HCI-related position?

MR. ALM: Commissioner Kondo, no, there are no
other positiomns.

COMMISSIONER KCNDO: Thank you. That's all.

MR. HEMPLING: Who can I ask a few guestions about
the 14 temps?

MR. ALM: That would be Mr. Yamamoto and
Ms. Chiogicji.

MR. HEMPLING: Gecod mecrning.

MR. YAMAMOTO: Good merning.

MR. HEMPLING: What's your position with the

Company, sir?

" MR. YAMAMOTO: I'm the manager of customer service.

I'm Darren Yamamoto.

MR. HEMPLING: Yes, thank you.

I've got this HECO head count of 1,618 embloyees
who are covered by group insurance plan.

So are you familiar with that figure?

MR. YOUNG: Yes, I am.

MR. HEMPLING: And are you familiar with the 14
temporary employees that the testimony has referenced?

MR. YAMAMOTO: Yes, I am.

MR. HEMPLING: Are the 14 included within the

1,6187

POWERS & ASSOCIATES (808)536-2001



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

114

MR. YAMAMOTO: Yes, it is.

MR. HEMPLING: Were the costs of the 14 temporary
employees included in the interim rates?

MR. YAMAMOTO: Yes, it was.

MR. HEMPLING: Are these temps still employed?

MR. YAMAMOTO: Out of 14 temps, we released eight
so only six remain. |

MR. HEMPLING: And what capacity do they remain?

MR. YAMAMOTO: They remain as temporary wcrkers and
they're replacing the regular employees that are on the
project contained on CIS project.

MR. HEMPLING: That was a saint. Thank you.

And, sir, the number of employees used to determine
medical plan costs in the test year, are you familiar with
that subject?

MR. YAMAMOTO: No, I'm not.

MR. HEMPLING: Wheo is?

MS. NANBUQ T believe the appropriate witness would
be Ms. Judy Price. She is scheduled --

MR. KIKUTA: She will be a panelist on Panel 3.

MR. HEMPLING: That's this afternoon?

MR. KIKUTA: Yes.

MR. HEMPLING: Okay. It's just three questicns, so
we can deél with that when she comes, and they were my last

three questions for the morning.
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1 Excuse me, one second.

2 (Whereupon, Mr. Hempling briefly confers with the
3 Commission.)

4 COMMISSIONER KONDO: Well, I have some questions

5 about employee accounting. I'm not sure who the witness is.
6 For the test year, does the Company intend to

7 include or recover any employees labor costs during the

8 surcharges and not the base rate?

9 MS. NANBU: And, sir, Commissioner, can you repeat
10 your question?

11 COMMISSTONER KONDO: I'm,éurious for the test year.
12 Does the Company intend to recover any employee

L 13 costs through any surcharges rather than through base rates?

14 'MS. NANBU: No, they are not.

15 COMMISSIONER KONDC: I think this question is

16 probably for Mr. Hee but maybe it's you, Ms. Nanbu.

17 I was looking through the customer solutions

18 section, which I understand is Mr. Hee's section.

19 MS. CHIOGIOJI: Yes, it is.

20 COMMISSIONER KONDO: And I understood that,

21 historically, there have béen some employee labor expenses

22 that have been passed through, through a surcharge; is that
23 correct?

24 MR. HEE: Commissicner, that is correct,

25 historically.
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COMMISSIONER KCONDO: And how many employees would
it have been for 20087

MR. HEE: It would have been six, regular HECO
employees who's labor costs were recovered through the DSM
surcharge.

COMMISSIONER KONDO: And now where did those six
employees go?

MR. HEE: As a result of the transfer of the energy
efficiency programs to the administrateor, five of those
employees are working for other departments and not for energy
efficiency programs.

COMMISSIONER KONDO: Were those vacant positions
that they moved to?

' MR. HEE: Yes, they were vacant positions that they
moved to. And cne of the positions is the CEP, the Customer
Efficiency Programs analyst who we are proposing to move into
base rates in this rate case.

COMMISSIONER KONDO: I struggled just logically to
understand how the employee count in your department did not
go down, given the level of responsibility that was
transferred to Hawalian Energy or SCIC, is that the reason
because the employees that worked on the energy efficiency
matters were the labor expenses recovered through the
surcharge and those employees are no longer with your

department?
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MR. HEE: 1In fact, I think the number cf people in
my department has decreased as a result of those employees
being moved to other departments. And, furthermore, there
were a certain number cf -- well, nonemployees, contract
people, who are not included in the account, that are no
longer there in my department as well.

COMMISSIONER KONDC: When you say the employee
count in your department has decreased, that would be the
employee count on your org chart, not your employee count for
purposes of base rates, is that correct, because you're
proposing to add another employee that would be recovered
through base rates?

MS. CHIOGIOJI: Commissioner, can I ask you to
repeat that guestion?

COMMISSIONER KONDO: Sure. I guess when Mr. Hee
said that his employee account had gone down, my question was,
Is that reflected in the base rates or is that reflected in
the org chart, because it's my understanding that the propcsal
is to add an employee to Mr. Hee's department for purposes of
recovering that employee's labor expense and base rates?

MS. CHIOGIOJI: Mr. Hee's contract employees are
not reflected in the counts. We don't include them in our
counts, and our employee counts also reflect the removal of
employees whose costs are recovered through the DSM surcharge.

COMMISSIONER KONDCO: Yeah, I understood from
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Mr. Hee's testimony earlier that in the past, this 2008 year,
there were six employees, the labor expense had been recovered
through the DSM surcharge. Five of them had been moved to
other departments, and one of them is now being proposed --
his labor costs are not being proposed to be recovered through
base rates, but I do understand there to be any other
reduction, the employees from Mr. Hee's department.

Sc my question was, The employee count for
Mr. Hee's department, it increased for the purposes of
recovery base rates but decreased on the org chart; is that
right?

You're seeking to recover the costs of one more
employee in Mr. Hee's department --

'~ MS. CHIOGIOJI: That's correct.

COMMISSIONER KONDO: -- yet the net result of the
shifting of people within the Company has been minus five; is
that correct.

MR. HEE: 1If I could ask if I could refer to HECO
S51001.

COMMISSIONER KONDO: I'm sorry, I don't have a
pamphlet. I'm sorry, I actually do have it. I'm sorry.
Thank you.

MR. HEE: Do you have that?

COMMISSTIONER KONDO: I have 1t.

MR. HEE: So HECO 51001 looks at the employee count
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for the customer soluticons area, and the customer solutions
area includes the area in which the DSM employees are
included. That includes other areas as well.

Sc I'd like to take a look at the first, the top
table, in which you take.a'look at -- we call it the
settlement 2007 test year average, which includes those six
employees.

You'll see that under the bottom middle of that
table there's a division that's called Customer Efficiency
Programs Divisicn. The settlement 2007 test year average
includes those six employees in this particular count, so that
count is eleven. Our updated 2009 test year average is six.
You remove the six DSM employees and added one back, which
leaves us with six; so, in that particular case, there's the
decrease from eleven to six.

Does that answer that question -- your question?

COMMISSIONER KONDO: The answer to my question
actually is, yes, right, because the five positions that have
been moved to another department within the Company, they're
no longer reflected here; but, the one position of the six
that previously was recovered through the surcharge is not
recovered or being proposed to be recovered through base
rates. Right?

MR. HEE: Yes, that's correct.

COMMISSIONER KONDO: Okay. Now that was my
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guestion.

MR. HEE: Okay.

COMMISSIONER KONDO: Thank you.

MR. HEE: Mm-hmm.

COMMISSIONER XONDO: I have some questions about
CT-1, employees —- employee count related to CT-1.

Mr. Hempling, would you like to defer this until a
later discussion?

V(Whereupon, Mr. Hempling briefly confers with the
Committee.)

COMMISSIONER KONDO: Mr. Giovanni, is this you?

MR. GIOVANNI: Yes.

COMMTISSIONER KONDO: Are there any CT~1 positions
included in the interim?

MR. GIOVANNI: T believe they were removed?

MS. NANBU: Yes, they were removed in determining
the interim calculaticn.

COMMISSIONER KONDO: If the Commission were to
allow CT-1 or determine CT-1 is used and useful, how many more
employees or what is the results of that decision?

How does that affect the employee count?

I guess I'1l stick with the employee count because

that's the section of our discussion.
MR. GIOVANNI: We've added 15 permanent positions

to -~ we've added 15 permanent positions to CT-1. Eight cf
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them are in maintenance and six are in operations; and, they
have been —-- well, they're currently on staff. And if we —-
your determination -- could you repeat your guestion?

I want to get it precisely, but we're not planning
to add any more positions.

COMMISSIONER KONDO: And in the 15 positions that
you're talking about, those are 15 that were included in the
initial filing?

MR. GIOVANNI: That's correct.

COMMISSIONER KCONDO: If the Company -- I'm sorry,
the Commission disallows CT-1, what 1s the staffing change
that would occur in the Company's perspective?

And, I guess, what I mean by that is if CT-1 is
determined not to be used and useful by the Commission, are
there additional perscnnel that are shifted to different
generators to maintain the system; or, is that being done now
and there's no change in staffing, it's just minus the 15
people?

MR. GICVANNI: Well, that's a hypothetical, and
we'd have to attend to it, but I can tell you that the
operating personnel that are at CT-1 today have all come from
the ranks of operators at our other power plants. They all
transferred.

I could also tell you that the maintenance

positions that are currently in place, we currently have
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vacancies in our other power plants or similar positicns; so,
we have to evaluate the situation at the time, but we do have
a need for people with that experience and skills.

COMMISSIONER KONDO: Well, I can appreciate the
challenge that you have; but, for purpcses of the rate case,
what would be the impact?

I understand you have to evaluate to determine how
you actually run the system, but what's the impact for
purposes of a rate case if the Commission continues to
disallow CT-1 -—-

MR. GIOVANNI: Well --

COMMISSICONER KONDO: =-- if there's --

MR. GIOVANNI: Yeah, if we -- if -- and it's a
hypothetidal, but if we absorb those, the maintenance people,
where we currently have vacancies, the consequence would be
that we would reduce our uses cof supplemental labor or use of
overtime that we are currently using to get the job done in
these areas.

In the case of operators, i1f those operators are
transferred back, because we do have a need for operators,
they probably -- we'd have to look at the terms of the
Collective Bargaining Agreement, but my understanding is that
if they would -- 1f they returned to another power plant, they
had to go back at the entry position at the bottom of the line

of progression for that.
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We do have an ongeing need for operator trainees at
that entry position, and I would presume that those —- if we
did choose to transfer those opeﬁators to the other power
plants and they acceptéd it, that they would have preference
over any new persons coming from outside the Company.

COMMISSIONER KONDO: Now these vacant pcsitions
that you're talking about moving people into or back into are
these new positilons that would be created with thé purposes of
running or maintaining the existing power plants?

MR. GIOVANNI: They're existing vacant positions
that have been vacant for several years,

COMMISSIONER KONDO: The vacant positicons are
included in the position count for the rate case?

' MR. GIOVANNI: That's correct.

COMMISSIONER KONDO: 8o there would be additional
positions that would be necessary if the Company -- if the
Commission were to deny CT-17

MR. GIOVANNI: Under that scenario, no.

COMMISSIONER KCONDO: All right. Thank you.

MR. BROSCH: Excuse me. In an effort tc complete a
thought that may be relevant here. There are always vacant
positions and there is, for the rate case, an adjustment
embedded in the settlement to account for wvacant positiocns.

COMMISSIONER KONDO: Which I understood to reduce

the number of vacant positions to a lesser number; but, what I
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understocd -- are you saying, Mr. Brosch, that in the event
the Commission were to deny CT~1 that it would be appropriate
to revisit that adjustment factor?

MR, BROSCH: ©No, I'm not saying that. I'm
attempting to differentiate between, in a rate case, we're
determining dellar recovery levels and not necessarily
staffing decisions. And, I think, what Mr. Giovanni was
getting to is the fallout ¢f a rate decision disallowing the
staffing for CT-1 would be, first, an operational decision
about whether and how we provide any staffing at CT-1; and,
then if that answer is, no,‘the management decisions about
what to do with the people to implement that decision.

And I would be surprised if a rate case ordered or
directed the Company to do anything specific with regard .to
staffing. I suppcse it could but, typically, from my
experience, 1t's mostly about whether the dollars are allcwed
or not; and, that's why I made reference t¢ the wvacancy
adjustment.

COMMISSICNER KONDC: I guess my thought had been if
the Commission disallows CT~1, perhaps the staffing level at
CT-1 may be adjusted by management and that additional
staffing may be necessary at other generators; and, that was,
in part, the reason why I asked the question to see if
additional staffing would be now needed for purpcses of

determining the staffing levels in the rate because of a
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decision by the Commission relating to CT-1.

Is that not a correct way tc look at —-

MR. BROSCH: No, I understoed it that way. I was
attempting toc help the record by making reference to that
other adjustment because staffing decisions made upon
disallowance of CT-1, I heard Mr. Giovanni say would likely
have an impact on actual vacancy levels; and, embedded in the
rate settlement numbers, is a fairly significant downward
adjustment to labor deollars to account for ongoing vacancy
levels. That's my only point.

COMMISSIONER KONDO: All right. Thank you. Thank
you.

MS. NANBU: TIf I could just make one clarification.
The labor costs towards CT-1 was taken out when we did the
calculation for the interim.

COMMISSIONER KONDO: Okay. Just so I understand
what everyone has been saying, if the Commission disallows
CT~1, no new additions relating to laber are necessary for
what the interim says?

MS. NANBU: That is correct.

COMMISSIONER KONDC: All right. Thank you.

MR. HEMPLING: I hope we're not going tco make this
worse and maybe this goes for the CT technical witness when
that time comes but why would a Commission decision to include

or not include CT-1 in the current rate case make any
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difference whatscever with how you staff CT-1.

You're still going to run the plant. Right?

Mr. Giovanni?

MR. GIOVANNI:; That's the question.

MR. HEMPLING: I see. It's built, right, sitting
there waiting to be used?

MR. GIOVANNI: Yes, it is.

MR. HEMPLING: Realistically --

MS. NANBU: Tt has been used.

MR. HEMPLING: Right, we'll get to that. I didn't
mean to use the phrase in a legal way. I should have been
more careful.

I'll pursue this with the technicel witness on CT-1
when that time comes.

MR. GIOVANNI: That would be me.

MR. HEMPLING: CQkay. All right.

CHAIRMAN CALIBOSC: All right. 1It's about time for
our lunch break.

We will recess and return at 1:50.

We are in recess.

(Whereupon, at 12:21 p.m., a lunchecn recess was
taken, and the proceedings resumed at 1:56 pm., this same

day.)}
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AFTERNOON PROCEEDINGS

CHATRMAN CALIBOSO: Good afternoon.

This hearing is reconvened.

We are still finishing up a few things with
Panel 2; and we started this morning.

So Mr. Hempling?

MR. HEMPLING: Thank you, Mr, Chairman,

I have a short line of questions about the number

of employees used to determine medical plan costs for the test

year.
Is that your area, Ms. Price?
M3S. PRICE: Yes.
MR. HEMPLING: Well, welccome.
' MS. PRICE: Thank you.
MR. KIKUTA: Mr. Hempling?
MR. HEMPLING: Yes, sir.
MR. KIKUTA: Before you proceed, Ms. Price was not
here this morning, so she was not sworn in as a witness.
VCHAIRMAN CALIBOSO: Will you please stand,
Ms. Price, give me your full name.
MS. PRICE: My name is Julie Kay Price.
CHAIRMAN CALIBOSO: Thank you.
Do you solemnly swear or affirm that the testimony
you're about to give is the truth, the whole truth, and

nothing but the truth?
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MS. PRICE: I do.

CHAIRMAN CALIBOSO: Thank you.

MR. HEMPLING: Ms. Price, are you familiar with the
number of employees used to determine medical plan costs in
the test year?

MS. PRICE: Yes, I am,.

MR. HEMPLING: And my understanding, from your HECO
ST-16, page 6, is that number is for 2009, 1,618; is that
correct?

MS. PRICE: Yes.

MR. HEMPLING: And that compares to 1,530 in the
2007 settlement? |

I'm just reading off of 8T-16, is that the context?

' MS. PRICE: Yes.

MR. HEMPLING: Okay. Did the temporary workers --
and are you familiar with temporary workers and the Company's
treatment of them?

MS. PRICE: Yes.

MR. HEMPLING: Do they receive the same medical
benefits as the other HECO employees?

MS. PRICE: The temporary employees receive medical
benefits but not all of the group insurance benefits like HECO
employees.

MR. HEMPLING: So they received the same medical

benefits?
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MS. PRICE: They receive the same medical benefits
but not at the same coverage level; in other words, they have
to contribute more for medical than regular employees.

CHATIRMAN CALIBOSC: Ms. Price, could you just
repeat the testimony number again?

MS. PRICE: T-13 (sic).

CHATRMAN CALIBOSO: Thank you.

MR. HEMPLING: That's it. &hat was a long trip
over here for that.

Thank you.

MS. PRICE: Thank you.

(Whereupon, Mr. Hempling briefly confers with the
Commissicn.)

' MR. HEMPLING: I'm sorry, your testimony you were
referring to was ST-137

MS. PRICE: Yes.

MR. KIKUTA: Yes, Mr. Hempling, if we may, we do
have -- we did want to make one clarification to a question
and answer provided in this morning's panel concerning the
HECO temporary employees and whether the employee count of
1,618 included HECO temporary employees; and, Mr. Yamamoto's
answer to that was that it did include the HECO temporary
employees, but Ms. Chiogioji would like to‘provide
clarification to that response.

MS. CHIOGIOJI: HECO's test year employee count is
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1,636, as shown in HECO $-1510, Column G, Page 2. Benefits
for temporary employees and part-timers are calculated
separately. There are 18 temporary -- all right, let me
qualify.

There are 17 temporary and cone working as a
part-timer in our employee counts. The adjustment of 18
employees results in the benefit calculation employee count
1,618.

MR. HEMPLING: Okay.

CHATIRMAN CALIBOSO: Any other questions from the
Commissioners or staff on this Panel 27

And seeing none, as I said earlier, we will give

the parties an opportunity to cross-examine each other, if you

sc chocse under this panel.

Why don't we start with Hawailian Electric, if you
have any questions, Mr. Kikuta?

MR. KIKUTA: We do not have any cross—examinations
for this panel.

CHAIRMAN CALIBOSO: Thank you.

Consumer Advocate, Mr. Itomura?

MR. ITCMURA: No guestions.

CHAIRMAN CALIBOSO: Thank you.

Mr. McCormick?

MR. MCCORMICK: It may surprise you but we have

none. Thank you.
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CHATRMAN CALIBOSO: Thank ycu,.

All right. Ms. Hempling, you can mcve on to the
next panel,

MR. KIKUTA: Just give us a moment to regroup.

MR. HEMPLING: Yes.

CHATRMAN CALIBOSO: Please, introduce your panel
members starting with Hawaiian Electric.

MR. WILLIAMS: Thank you, Mr. Chairman.

Thomas Williams now changing places with Peter
Kikuta for the benefit of the reporter.

There is a significant crossover between this panel
and the last panel but we've also added two panelist to
address one of the questions originally posed by the
Commission.

So panelist Mr. Giovanni from Power Supply;

Mr. Young, from Energy Delivery; Mr. Hee, from Energy
Services; Mr. Yamamoto, from Customer Service —-- Customer
Accounts. Ms. Price did not come over for nothing. She had
to be on this panel anyway, so she's dcing employee benefits.
Ms. Nanbu 1s the witness on A&G costs; and, Mr. Tamashiro has
miscellaneous A&G coéts. |

And, as I sald, two additional panelists on overall
sustainable of costs continued measures would be Mr. Alm and
Ms. Sekimura. T would alsc ask that Mr. Roose remain

available if we do go inte the AMI costs; as I understand, he
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was responding to those questions this morning.

Did T miss anyone?

Ckay. Thank you.

CHAIRMAN CALIBOSO: Ccnsumer Advocate?

MR. ITCMURA: Thank you, Chair.

For Panel 3, once again, we have Mike Brosch and
Steve Carver for the Consumer Advocate.

CHATRMAN CALIBOSO: Thank you.

Mr. McCormick?

MR. MCCORMICK: Yes, represeﬁting the Department of
the Defense, we have Dr. Kay Davoodi and myself, James
McCormick, both of us with the Naval Facilities Engineering
Command. No witnesses.

" CHATRMAN CALIBOSO: Thank you.

Go ahead, Mr. Hempling.

MR. HEMPLING: Thank you, Mr. Chairman.

This Panel 3 entitled expense panel, and the
subjects that I intend to cover are commodity prices, higher
DSM expenses, significant expensé increases in the area of
medical insurance and outside services, and AMI research and
development consulting, and I think that's it.

That'll get us through the end of today.

Sc welcome, gentlemen.

I have a few questions in the area of commodity

prices, starting with the area of other production maintenance
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nonlabor expense; and, to get the context in the record, in
your Exhibit HECO T-7 at page 100, at line 12 to 14, you refer
to a 2009 test year forecast for other production maintenance
nonlabSr expense of 30,381,000, which is 2,360,000 higher than
the 2007 reported expense of 28,021, 000.

Do you see that?

MR. WILLIAMS: T do.

MR. HEMPLING: . Okay. Now there was some
interaction between you and the IRs concerning the role of
commodity price increases in that 2.3-million-dollar increaée.

Do you recall that?

MR. GTIOVANNI: I do recall we had interactions —-

MR. HEMPLING: You have --

" MR. GIOVANNI: -- of commodity pricing.

MR. HEMPLING: So my question is what are the
reasons, other than commodity prices for this increase in
other procduction maintenance nonlébor expense?

MR. GIOVANNI: Well, the other production
maintenance is comprised of three distinct categories of
maintenance; first, being overhauls. And the overhaul
nonlabor is comprised of both materials and outside services.

The second category is station maintenance, and
that's alsoc comprised of materials and outside services,
contractor support, and supplemental labor.

And the third general category is what we call
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maintenance projects.

From one year to the next, the specific maintenance
is unigue in that we do different overhauls on different units
of different sizes with different scope. We also do different
projects from one year to the next. The only one that tends
to be common from one year to the next is the statiocn
maintenance activities, which would tend to be brcken into a
number of smaller and preventive and corrective maintenance
activities.

So in addition to -- you can look at any one of
those categories, and specific to the work that was planned at
hand, we would experience higher material costs, which were
for fabricated parts, not just a root cause in commodities,
because we tend not to use raw materials in any of our
maintenance work. It's basically a fabricated part.

So depending on the work that was planned, the ﬁnit
that we were doing the work on, that would be one case.

The other increase would be the typical escalation
that we've seen year over year in terms cof outside service
costs.

MR. HEMPLING: I didn't get the first piece.

You referred to fabrication, but what's the cross
driver there?

MR. GIOVANNI: The underlying commodity is but a

small part of the cost driver.
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MR. HEMPLING: Right.

MR. GIOVANNI: It's the particular design of the
part itself that will ke used in the maintenance activity that
drives the costs of that.

MR. HEMPLING: Right. But what drives the -- what
explains the costs increase?

You identified categories, but there something
about -- was there something about the fabrication business or
the fabricaticon process that would have driven the costs?

MR. GIOVANNI: Well, it depends on the work that is
planned and the unit that's it's planned and the actual design
configure. We're not working on the same -- we're not using
the same materials year over year; so, depending on the
activities that are planned, one year to the next, we will see
a commodity driver or a -- and we will see an escalation of
general costs for the fabrication of materials. We will see a
driver in the escalation of the costs of the outside services
that are used to facilitate cur own tc de the work.

MR. HEMPLING: What you're saying is that some of

"the work that you did for 2009 is different than the work that

you did in 2007 and that difference in the type. of work
explained some of the costs increase and general inflation
explains the rest of it.

MR. GIOVANNI: Thank vyou.

MR. HEMPLING: Is that roughly it?
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MR. GIOVANNI: That's roughly it.

MR. HEMPLING: Okay.

MR. GIOVAENI: ‘That's roughly it.

MR. HEMPLING: Okay. And then would you expect the
same causes of costs increase to ke the same for the remainder
of 200% and 20107

MR. GIOVANNI: I think if you look at in the
general long-term perspective, yes. You know, if you talk
about what's gcing to happen in the next couple of months in
2009, we tend not to try to ramp up or ramp down our
activities that would follow that. So I wouldn't know -- it
wouldn't necessarily correlate for the matter of a short-term
period over a period of months like the remainder of 2009;
but, vyear over year looking forward, yes, I would.

MR. HEMPLING: And back to cdmmodity prices.

Can you give any feel for what portion of the total
costs of 30.3 million is attributable to commodity prices --
I'm sorry, let me restate that.

Dc you have any feel for what porticn of the
2.36-million-dellar increase can be attributed to commodity
prices or is that just too mixed in with everything else to
separate out?

MR. GIOVANNI: The latter, sir. It's too mixed in
with everything else.

MR. HEMPLING: Okay. And would that be —-- would
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your answer be the same with respect to the category of other
preoduction operation?

MR. GIOVANNI: No. Other production operation is
more similar year over year; and, so the material costs
associated with other production cperations tends to be
chemicals of a similar ilk that are used for processing and
treatment of water and the like; and, that is pretty much the
same year over year. So as the pricing of that and the
consumption levels of those consumables go, s¢ will the
operations; so, similar work year over year.

MR. HEMPLING: So that would be the reason why with
respect to your HECO T-7, page 91, when you describe the
increase in other production operation nonlabor expense as
moving from $2,042,000 in 2007 to 2,625,000 for 2009, that
29 percent increase is largelylattributable to higher material
prices you say because the materials are the same?

MR. GIOVANNI: I'm sorry, could you tell me --

MR. HEMPLING: Yeah.

MR. GIOVANNI: -- where you —--—

MR. HEMPLING: I'm sorry, too. I'm at HECO =-- 1
hope I'm at HECO T-7 --

MR. GIOVANNI: Yeah.

MR. HEMPLING: -- page 91.

MR. GIOVANNI: Ninety-one.

MR. HEMPLING: And you're referring to other
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production operation there?

MR. GIOVANNI: Yes.

MR. HEMPLING: And, again, the numbers were
nonlabor expense in 2007, for materials that is, 2,042,0007?
Right?

MR. GIOVANNI: What line are you on?

I see line 19. Okay. Now I'm with you.

MR. HEMPLING: And the 2009 being 29 percent higher
at $2,625,000.

Do you see that?

MR. GIOVANNI: Yes.

MR. HEMPLING: That you're attributing to higher
material prices because of escalating commodity prices?

" MR. GIOVANNI: That's a portion of it. I believe
that this increase also includes some material pricing for
CT-1 for several months of operétion.

MR. HEMPLING: Well, when you said in your initial
discussion just a few moments ago about the materials, the
work being the same essentially from year to year, that's why
the commodity price increases represent a larger portion of
the explanation of the increase?

MR. GIOVANNI: Let me clarify. For 2009, on the
ncnlabor costs and coperations, there was two factors. One was
the year-over—-year escalation and material costs; and, the

second being the first-time material costs, which occcurred,
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for five months of operaticn of CI-1 in two parts.

- MR. HEMPLING: Concerning the role played by
commodity price increases in this area of other production
operaticn, do you expect those commodity price increases to
continue for the remainder of 2009 and during 201072

Do you have any idea?

MR. GIOVANNI: I do not. I mean, we monitor those
prices and we attract certain indexes, as I have shown in my
response to the PUC IR 153, which gives an indication of some
of the commodity variations that does occur. I hesitate to
speculate what they'll do in the next three months or the next
year.

MR. HEMPLING: There's no way for the Company to
hedge against that type of commodity price increase because
you're not buying commodities, you're buying --

MR. GIOVANNI: We're buying materials.

MR. HEMPLING: -- materials?

MR. GIOVANNI: We're not buying commodities. We're
buying fabricating materials.

MR. EEMPLING: And do you have it in the -- with
respect to those who sell those materials to you is to pass on
fully the commedity price increases?

MR. GIOVANNI: I would expect that they do, vyes.

MR. HEMPLING: Can we turn to the category of

transmission and distribution materials inventory.
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Is that the same --

MR. YOUNG: Transmission and distribution, I'm
Robert Young.

MR. HEMPLING: You all set, gentlemen?

MR. WILLIAMS: Yes, sir.

MR. HEMPLING: Mr. Young —-

MR. YOUNG: ies.

MR. HEMPLING: =-- welcome.

THE WITNESS: Thank vou.

MR. HEMPLING: And your area is transmission and
distribution materials inventory?

MR. YOUNG: That is correct.

MR. HEMPLING: And what role do commodity price
increases‘play in your area?

MR. YOQUNG: Well, in our area, it has a similar
effect as it has in power supply where when we purchase goods
from manufacturers, the cﬁanges in commodity prices has an
impact on the prices we pay for those materials.

MR. HEMPLING: So the correlation between your
total costs and -- excuse me. The correlation between your
total cost increases in the transmission and distribution area
and commodity price increases is direct?

MR. YOUNG: It —-

MR. HEMPLING: In other words, you can —- there's a

correlation between the two and it's a major type of
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contributor?

MR. YOUNG: It is a contributor, that is correct,
but there are other factors that effect the materials
inventory value. And the other factors are, you know, what
type of items we had in inventory and how fast that the
materials turn from inventory; so there's some —-- there are
some materials that don't turn as fast and so their prices
would not change necessarily with respect to commodity
pricing, because their prices have been fixed at the time that
they were purchased and placed into inventory.

Sc it would be those items where on a faster turn,
so if they were used out of inventory a lot quicker, then you
might see the impact of the defective commodity prices on the
prices that we were paying for the replacement:

One thing I'd like to add, and I think in the
response to the supplementing testimony is that, you know, we
try to look for ways to try to manage that aspect by looking
at long-term contracts so that we can fix the pricing; and, so
some of the materials that we purchased have longer term
contracts where the price is fixed.

So, in those situations, until the term of the
contract ends, the pricing is fixed on those materials, so
when the contract ends, then we have to go out and purchase
the material at whatever the prevailing rates are or prices

are for those materials.
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MR. HEMPLING: So you have a choice in acquiring
transmission and distribution inventory between long-term
contracts and just buying enough to f£ill out the inventory at
a particular point in time?

MR. YQOUNG: Well,‘for scme of these items, vyes, we
have. We can take a look at contracts for certain types. 1T
think those are the ones -- the things that are more widely
used that are kind of not specialty items like screws and
things like that. We don't necessarily have tc have a
long-term contract for those, but for item -- other items we
may have long-term contracts with them to see if we can fix
prices on those.

MR. HEMPLING: So Mr. Giovanni, that cption of
long—term'contracts is a method of taking against wvolatility
in commodity prices.

Is that not available in your area?

MR. GIOVANNI: Tt's not necessarily available to ué
because the fabricated components we buy year over year or Jjob
over job varies. We have a lot more one-off-type materials
that we utilize; and, so we tend not to -- or we don't have
that available to us in production,

MR. HEMPLING: Now, Mr. Young, excuse me,
concerning the cost drivers that explain the difference
between 2007 and 2008, that we discussed before, do you expect

those cost drivers to continue to have similar effect in 2008
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and 20107

MR. YOUNG: I'm not sure that I can predict how
much those are going to change, but I would imagine that
circumstances change where, you know, if there's a larger

demand for goods and other things happen in the market, then

we may be seeing changes in commodity prices but I don't know.

I can't predict what's going to happen. But I do know that
the prices we pay, 1f they're tied to commodities, if they're
materials that are made from commodities wcould be subject to
whatever variability exists going forward.

MR. HEMPLING: Okay. Can you help me with this
relationship between total T&D plant and T&D materials
inventory.

' I'm looking at Exhibit T-817 and it's entitled
Transmission and Distribution Utility Pian year-end totals.

MR. YOUNG: HECQ 8177

MR, HEMPLING: That's the number I have in my
notes.

Is that the number you have on yours?

MR, YOUNG: HECO 81, yes.

MR. HEMPLING: TIt's entitled Transmission and
Distributicn Utility Plan.

MR. YOUNG: Yes.

MR. HEMPLING: If I understand this right, the

total Transmission and Distribution Plan increased about
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7 percent from 2007 to 2009, is that about right?

MR. YOUNG: T believe so.

MR. HEMPLING: And there was roughly a 23 percent
increase in the T&D, transmission and distribution materials
inventory costs during that same period?

MR. YOUNG: Yes.

MR. HEMPLING: Could you help us understand the
relationship between those two numbers?

MR. YOUNG: Well, I don't know necessarily that
there's a direct relationship between the two, because the
plan that we put in service are maybe for other things other
than -- T mean, it's equipment or materials that we purchased
for the capital projects.

' The plan and service could coriginate from projects
that start a couple of years before, not necessarily in this
particular year, the test year; and, so at the time that the
equipment and materials were purchased, we would be paying
whatever prices therg were at the tftime that the order was
placed.

The T&D materials inventory represent the value of
the inventcry that changes over time and reflects past
purchases as well as recent purchases; so, I'm not sure that
there is a relationship necessarily between the plan and
service and the materials used.

MR. HEMPLING: 1TIt's real apples and oranges?
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MR. YOUNG: I believe so.

MR. HEMPLING: Okay. But you didn't want tc put it
that way but --

MR. YOUNG: It's apples and oranges.

MR. HEMPLING: -- okay, got it.

MR. YOUNG: Thank you.

MR. HEMPLING: All right. Thank you.

I'm going to turn to IRP costs now.

MR, WILLIAMS: Did you get your name tag?

MR. HEE: I did.

MR. HEMPLING: Geood afternoon, Mr. Hee.

MR. HEE: Good afternoon.

MR. HEMPLING: Give me a second, please.

‘ Mr. Hee, I've got a IR from you and numbered
PUC IR 166.

MR. HEE: I have it.

MR. HEMPLING: Yeah, sc we're lccoking at —-- this
table list -- we're looking at a table together that list the
four major categories of costs related to IRP-CESP for the
period 2008 to 2010. Right?

MR. HEE: Yes, it's on page 1 PUC IR 166.

MR. HEMPLING: Okay. And it shows, for example, a
total for 2008 recorded of 987,7817

MR. HEE: Yes.

MR. HEMPLING: And the 2009, January to August,

POWERS & ASSOCIATES (808)536-2001




146

1 recorded 496,85517
2 MR. HEE: Yes.
3 MR. HEMPLING: And the 2009, September-December

4 estimated, of 394, 3657

5 MR. HEE: That's correct.

6 MR. HEMPLING: For 2008, estimate total of 891,2167
7 MR. HEE: Right.

8 MR. HEMPLING: And then you're estimating for 2010

9 budget $1,634,078?

10 MR. HEE: That's correct.
11 MR. HEMPLING: So the variability among these
12 numbers stands out.
e 13 what do you see as the reasons for that?
14 - MR; HEE: Let me start by talking about what's in

15 the 2009 period.

16 In 2009, we were asked by the Commission to stop
17 efforts on IRP and to focus our resources on looking at

18 | amendments to the IRP framework. At that point in time, we
18 did stop efforts to pursue an IRP for a panel hearing and

20 instead focused our activities on the framework.

21 As a result of focusing our activities on looking
22 at amendments to the framework, there were many costs that we

23 did not incur in 2009. They included costs that would have

24 been a part of the next‘cyclé of IRP, which would have

25 involved substantial nonlabor costs.
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So as a result of that effort tc focus on
amendments to the framework, the costs of 2009 estimated of
approximately $900,000 is not anywheres close to what we're
look at 2010.

Now, in 2010, that budget submit assumes that we
start —-- let me step backwards.

It assumes that we had the panel hearing for the
amendments to the IRP framework in January, as identified in
the docket procedural workers from the Commission, and that we
start the next CDST cycle in mid-2010, at which peint in time,
we start the cycle for -- that three-year cycle for that
process.

In starting that process, we're going to go through
three phaées. Phase No. 1 is the supply side, identifying the
supply side alternatives. Phase No. 2‘is to look at the full
scale technical analysis. Phase No. 3 is to develop the
long-term resource plan.

That effort requires a much more nonlabor efforts
and that's -~ and 1f you look at the page 1, the tabkle that
you're referring to, you'll see that the 2010 budget estimate
does have significant increases, and £he outside services are
nonlabor activities.

MR. HEMPLING: You know that's the major
contributor tec the difference between 2010 and 2008. It's

500,000 of the 700,000-dollar difference approximately.
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Correct?

MR. HEE: Yes, that's right.

And 2008 was the date of the last IRP for filing;
so, I think the report was filed in the later half of 2008.

Therefore, we were scaling down efforts for outside
service because those efforts had already been accomplished,
so that's the difference there is because of the effort that
we need to get going on the CESP cycle in 2010 versus the
scaling down of the IRP-4 efforts in 2008.

MR. HEMPLING: So it's not some perceived
difference between CSP versus IRP. It's really a questicn of
timing with respect to how these dollars were recorded?

MR. HEE: 1It's a method -- it is a timing of the
expenses.- We also, however, have indicated that the CSP
effort, as we have proposed in our framewcrk, is not
dramatically different from the process that would be used for
IRP -- the previous IRP. However, the costs, because we're —--
because of the fact that we are now locking at many new supply
site resources, such as PV, when battery storage, those will
require a substantial amount of developing the characteristics
of those types of resources, which we have not really gone
into very much previously.

So that's going to be a —— I think a —- it's going
to be an increase in the nonlabor costs in order for us toy

develop that information for those resources.

POWERS & ASSOCIATES (808)536-2001



10

11

12

13

14

15

1e

17

18

19

20

21

22

23

24

25

149

MR. HEMPLING: So it sounds like you're describing
not just variability among the years but uncertainty about
what the total costs will be in the future. You've got the
l.6~million-dollar estimate for 2010 but you don't know what
the number will be by the time the year is over or what 2011
would look like.

MR. HEE: Well, we have —- we have estimates for —-
you know, these are‘estimates for 2010 that involve thcse
assumptions and part of that assumption is that we're going to
need a lot more laundry costs to help us through that cycle.

MR. HEMPLING: So does the Company have a view
going forward as to whether recovering this type of cost
through base rates versus, say, a surcharge is better?

'MR. HEE: I do not have a view on that amount, but
we do know that the Commission saw that it was beneficial to
put them into base rates;.so, we are assuming that that is the
same going forward.

MR. HEMPLING: I should know the answer to this
gquestion but I don't.

Is there is an IRP surcharge now?

MR. HEE: There is. The IRP surcharge however is
there to recover costs that have not yet been ruled upon by
the Commission into the past. Right now, we are not passing
any costs, current costs -- let me step back.

Yes, there is an IRP surcharge. The IRP surcharge
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consists of the recovery of several different costs., It
includes the recovery of IRP-related costs as well as the DSM
surcharge provision, which is included as cne of those
surchafges.

MR, HEMPLING: Are there employee costs recovered
through the IRP surcharge today?

MR, WILLIAMS: I would suggest if there's any
question, Ms. Nanbu, who is the accounting person for that
surcharge, would be'happy to answer that question.

We just have planning costs in the surcharge and
they're no longer in the surcharge, just the DSM costs and
certain management costs, is my understanding.

MR. HEE: That is correct. There are no employee
costs beiﬁg passed thrcugh the DSM surcharge component of the
TRP cost recovery portion.

MR. HEMPLING: What about the other component?

MR. HEE: The other component is the IRP planning

costs and we are not recovering any of our current ccsts, IRP

planning costs?

MR. HEMPLING: I'm sorry?

MR. HEE: The planning compcnent.

MR. HEMPLING: The last sentence again.

MR. HEE: We are not recovering any employee costs
through the IRP planning component.

MR. HEMPLING: Or through the DSM component?
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MR.

MR.

HEE: Or through the DSM component.

HEMPLING: No emplcyee costs whatsoever being

recovered through the IRP surcharge?

MR.

MR.
were none?

MR.
may be some --
Kondec earlier

some employees

HEE: NO, there are --

HEMPLING: Sorry. Was the answer, No, there

HEE: There are none for current cecsts. There
as I was —— as I was indicating to Commissioner
this morning, at some point in time there were

that were incremental employees, and those

incremental employees were being recovered through the DSM

surcharge component.

MR.
to what?

MR.
base rates.

MR.
again?

MR.

MR.

costs through
MR.
MR.
recovery where

proposed in th

HEMPLING: Your word "incremental," incremental
HEE: Incremental to what's being recovered in
HEMPLING: Okay. Can we run through this

HEE: Yes.

HEMPLING: In terms of current recovery of
the IRP surcharge, are there any employee costs?
HEE: No, there are none. |

HEMPLING: So there's nc chance of a double
some employees are in the revenue requirement

is case and those same employee costs are also
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flowing through the surcharge, no chance of that?

MR. HEE: There's no chance of double recovery,
that's correct.

MR. HEMPLING: Not -just because you're alert but
because there are zero employee costs in the surcharge?

MR. HEE: That's correct.

MR. HEMPLING: You were about to answer that
sentence or you liked the way it ended?

MR. HEE: No, I like the way it ended.

MR. HEMPLING: Okay. Do you anticipate funding
staff employees through the IRP surcharge?

MR. HEE: I do not -- I do not intend to do that.

MR. HEMPLING: Ckay. Can we discuss ncw the DSM
costs, and the general question that I'm going to pin down -—-

COMMISSIONER KONDCO: Sorry, could I ask a question
about IRP costs?

Mr. Hee?

MR, HEE: Sure.

COMMISSIONER KONDO: Other than the Settlement
Agreement and the amount for the Settlement Agreement for IRP
labor and nonlabor $1.091 dollars; yet, I see your chart that
you're discussing with Mr. Hempling, the total labor and
nonlabor, 891 and some change.

Could you explain why the -- or has the Company

made an adjustment to what was in the settlement prior to the
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TRP costs; or, 1f not, can you explain why that would be?

MR. HEE: Yes, the amount that's -- first, let me
step back. The IRP cycle is over three years; and, as 1
explained earlier, there are some tiny issues that affect the
amount of costs each year.

Typically, in the first year of the IRP cycle,
there's a -- the first two years of the IRP cycle is there is
a substantial amount of costs invelved in creating the plan in
the use of outside services to assist us with the development
of that plan.

In the last year, where those efforts have
primarily been completed, the efforts then are related to
compiling the information and putting cut the report for
issuance to the stakeholders. Therefore, what I get to is
that the costs vary substantially between each of the
different years.

Therefore, to get to your point, is that the amount
settled upon was a normalized amount for conclusion to base
rates. Therefore, it would not and would ncot be expected to
be eqﬁal to the amount of actual 2008 expenses.

COMMISSICONER KONDO: O©Okay, thank you.

I have another question about IRP CESP, just, kind
of, a big picture question.

Given that the IRP activities -- maybe the answer

is the same of what you just gave me -- but given that the IRP
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activities for the test year are much less than in prior
years, given that CESP is a docket that the Commissicn will
consider in the near future, but there's no actually --
there's no active IRP working groups and those types of things
that I understood was part of the IRP process, can you explain
why the same number of employees, why there's not a reduction
in the number of emplcyees that are in that department?

MR. HEE: Could I ask you to identify where that
is?

COMMISSIONER KONDC: I'm just asking a very broad
general question, because it seems tc me, logically, if you're
doing as much work, you don't need as much people.

So given that the IRP or CESP activities, this test
year 2009; are much less than in prior years, why do we not
see a reduction in the number of employees that are related to
IRP CESP werk?

MR. HEE: Actually, the difference in the amounts
from year to year of the IRP costs are in the nonlabor or
outside services. The amount of labor costs afe approximately
leveled amcngst the years. So when a third year of a cycle,
because the effort has shifted to a nonlabor into the analysis
and into the report writing, actually the amount of labor for
the 30 year 1s going to be approximately the same.

COMMTISSIONER KONDO: I don't know if you're

explaining to me what you explained to me in the costs, that
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you're normalizing the expense because, certainly, the IRP
process that I have participated in, the Company put a heck of
a lot resources in those meetings; and, given that that is not
ongoing in the test year, that was my guestion.

What happens to all of those employees?

Why is the number the same?

And I don't know if you're answering because it
fluctuates during the years and you're normalizing the
employee count or costs or whether there's another answer. T
guess I'm not understanding the response.

MR. HEE: The labor costs is going to remain
apprcximately the same as we go through the cycle. In fact,
if I may, the 2009 we have, in fact, had an advisory group,
technical‘meetings, I guess, I should say, as part of the CSP
framework discussion; so, those meetings still occur in one
form or another.

COMMISSIONER KONDO: So your testimony is in the
test year relating to CESP the amount of the labor expense 1s
similar to the amount c¢f labor that the Company incurred in
other IRP years”?

MR. HEE: That's correct; approximately, the
same --—

COMMISSIONER KONDO: All right.

MR. HEE: -- yes.

COMMISSIONER KCNDO: Thank you.
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MR. HEMPLING: Can we talk about DSM costs?

Is that also you, Mr. Hee?

MR, HEE: Yes.

MR. HEMPLING: Are you familiar with the transition
of certain DSM -- excuse me -- of energy efficiency programs
to the third-party administrator?

MR. HEE: I am.

MR, HEMPLING: Can you help the Commission
understand how many positions HECO eliminated as a consequence
of the administrator taking over energy efficiency programs?

MR. HEE: We eliminated five employee positions as
well as approximately seven contract employees.

MR. HEMPLING: So do those people actually move to
the third?party administrator or they left the Company or were
reassigned elsewhere to the Company and Company positions?

MR. HEE: The five HECO employees have found
employment in other departments. The contract employees have
found other positicns, some of them with the third-party
administrator; socme of them elsewhere.

MR. HEMPLING: Do you know offhand how many HECO
employees went to work for the third-party administrator?

MR. HEE: Well, no HECO employees actually went
over to the third-party administrator, only some contract
temps.

MR. HEMPLING: Sorry, yes.
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How many actually went to work for the third-party
administrator?

MR. HEE: I think there were at least two, maybe
three.

MR. HEMPLING: Okay. Are you also the person to

ask about the residential direct load control program and the

commercially industrial load -- direct load program?

MR. HEE: Yes, I am.

MR. HEMPLING: Your Company has applied for an
extension of these programs?

MR. HEE; Yes, we have.

MR. HEMPLING: And what was the impetus for
applying for the extension?

' MR. HEE: The Company maintains that there are
ratepayer benefits to having those two programs. The
ratepayer benefits include reliability enhancements as well as
the ability.  to save fuel expenses when they are used to --
instead of bringing on another unit to provide reliability
benefits as well as future benefits in terms of being able to
increase the amount of renewable energy that the grid is able
to accommodate.

MR, HEMPLING: Right, I understand the potential
benefits.
The costs associated with these programs that is in.

the Settlement Agreement rates, those would be a cost —- the
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cost level presumes Commission approval of the extension of
both programs?

MR. HEE: We are talking about a 2009 test year and
which is this year, so those levels of costs would be those
levels of cost that we would see this year.

MR. HEMPLING: I think the answer toc my question
is, vyes, that the level of costs that are in the test vyear
proposed revenue requirement is consistent with an expectation
that the Commission would approve the extension of both
programs?

MR. HEE: They are consistent with the Commission
for those programs tc go forward.

MR. HEMPLING: And is there any -- is this a
sensible Question to ask, Is there any variation between the
test year costs and your budgeted coss?

MR, HEE: For?

MR. HEMPLING: I'm sorry, for the two programs.

MR. HEE: ©No, there would not be a difference
between the test year costs and our budget costs for 20009.

MR. HEMPLING: Because you would have used the
budget qf costs for test year purposes?

MR. HEE: That's correct.

MR. HEMPLING: Okay. I knew it wasn't a gocod
question. Thanks for being so polite. You must be used to

this.
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And are there contract employees involved in the
labor costs pertion of the budgets for these two load control
programs”?

MR. HEE: No, there is no contract employees
involved in labor costs. There may be some contract employees
involved in some of the implementation costs or outside
services costs; and, those outside services costs are
incremental and recovered through the DSM surcharge.

MR. HEMPLING: Well, somebody from the staff here
dug ocut from the energy efficiency docket in 2005.

Were you and I both in that case or just me?

MR. HEE: No, I was there.

MR. HEMPLING: Okay. That the labor costs back
then didn't include contract employees; in fact, eight out of
eighteen positions.

Does that ring a bell with you?

MR. HEE: I think at that peoint in time in the 2005
rate case what we were proposing to bring contract employees
into base rates.

MR. HEMPLING: But you're not doing that now?

MR. HEE: We're not doing that now.

MR. HEMPLING: What's the difference, the pros and
cons cf doing that?

MR. HEE: The pros of bringing in contract

employees was that is if those programs were going toc be here
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for the leng-term that they really represented an ongeing
level of service by the companies. The con was that if, in
fact, the programs were short-term and that there was a
pocssibility that they may be moved elsewhere outside of the
utility and it would be best to have them recovered through a
surcharge.

MR. HEMPLING: Okay. Could we turn to a new
subject now, which is outside services, specifically
this Ellipse --

" COMMISSIONER KONDO: Could I ask some questions
about the -—- |

MR. HEMPLING: Yeah.

COMMISSIONER KONDO: -- load manager program?

' So I understand what your respconse to Mr. Hempling
is if the Commission deoes not approve the continuation of two
programs, do I understand you to say that the amounts that are
included in the test year should be remcved?

Because‘I think TI'm asking the gquestion the
opposite way that Mr. Hempling asked.

MR. HEE: We did expend -- we did have expenses for
the test year. The test year is this year. So we have had
those costs in the test year. So, from that standpoint, they
should -- it should remain.

On the other hand, because we don't expect to have

an interim -- I'm sorry, on the other hand, because some of
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those costs may not be incurred 1f the Commission decides on
that docket, then -- and if you believe one alternative is to
recover them through a surcharge, so that is a possibility.

COMMISSIONER KONDO: I want to ask about some of
the expenses that are in your budget. And what I understood
your responses to some IRs to be talking specifically about
the advertisement expense.

I know in the budget the amount was 5424,000 for
the residential direct lcad program; and; I think through --
I'm not —-- through September 30th the actual incurred was
77,800 and some change; and, I think in the IR respcnse, the
Company had indicated that the appropriate amount for the
advertising costs should be $120,000 annually; is that
correct?

MR. HEE: That is correct. It recognizes what our
actual costs were for advertising in the RLC program, that's
correct.

COMMISSIONER KONDQO: And is the corresponding of
the next step, it would reduce the amount to be recovered for
the —-- by reduced amounts of advertising expenses?

MR. HEE: Yes.

COMMISSIONER KONDQ: Would that alsc reflect in the
future budgets so that the Company relating to the RDLC
program?

MR. HEE: Yes, we believe that that amount of
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funding advertising is sufficient to take us into 2010.

COMMISSIONER KONDO: And that's the reason why it
would be appropriate to adjust it in the test year. Correct?

MR. HEE: Yeah, that's correct.

COMMISSICNER KONDO: Could you talk about the same
issue relating to the commercial industrial load control
program advertising expense.

My understanding was the budget amount was $158, 000
and the actual is through -- I think this one was through
July 31st was in the amount of 2,500 and some change?

MR. HEE: And that is a little different. 2And the
reason it's different is because the small business direct
load control program has not yet got off the ground in its
entirety;'and, as we ramp up on that small business direct
load control program, which it already‘has, that we are
expecting much higher marketing and advertising costs for that
program.

COMMISSIONER XONDO: Are you expecting to spend
$158,000 between, I guess, August 1 through December 31st on
the commercial side?

MR. HEE: Our expectation is that we will be
spending between now and the end of the year approximately
§52,000 for small business direct lecad control costs.

Nevertheless, in'2010, the program will be in place

for the whole year. So what we belleve is the correct amount
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is to recognize that the entire amount that the program will,
in fact, be in place for 12 months in 2010.

COMMISSIONER KONDC: Can I ask the CA what their
position is on that?

I guess we have a test year concept and, I guess,
maybe I'm getting confused with the attempt by the Company to
maybe normalize -- I don't know if that's a correct term --
expenses that are not incurred during the test year but would
be incurred in future years?

MR. BROSCH: I think it's -- I think it's fair to
stay that there's always some tension between those concepts.
On the one hand, test year expenses budgeted in the year are
the beginning peint for it making it, and the focus is on
whether spending is likely to be that amount in that year,
recognizing that in some historical years that some other
amount and in some future year, you have some other amount we
expect but don't know.

So when we look at individual issues, we try to
reach a reasonable ongoing level estimation. When we were
talking earlier about the IRP nonlabor expenses, Mr. Hee was
describing the cycle from IRP that caused nonlabor expenses to
be relatively high in one month or one year and then lower in
subsequent; and, because of that, a convention was adopted in
the '05 test year to smooth that out with a three-year

average.
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And I understood Mr. Hee to say the numbers were
taken from the budget for 2009 but there was actually a
nocrmalization to the budget numbers because of that interest
in smoothing.

With respect to the load control issues, we looked
at the Company's expectations in -- as described in the direct
testimony and the exhibits, and engaged in some dialcgue and
quite a few IRs to better understand where those costs were
going, and there was a ratemaking adjustment that I sponsored
in CAT-1 and that you can see in Exhibit CA-101 at a schedule
C-11 for base DSM expenses.

So, in that area, in spite of the budget being what
it was and the Company recommending nc normalization
adjustments, there aétually was an adjustment made by the
Consumef Advocate that was accepted, in‘part, by HECO through
settlement discussions; and, the thrust of that adjustment was
to look to this noticn of base DSM expenses, those expenses
recoverable in base rates, knowing that the energy efficiency
programs were moved into the third-party administration, our
expectation was there should be a significant downward
adjustment in the base expenses in total, that there would be
some avoidable costs.

That what the C-11 adjustment attempted to do, and
there was a compromise such that when Qe described the basis,

explain the basis of this adjustment to the Company, we
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negotiated a somewhat smaller downward adjustment. That's
probably more than what you wanted to know but that's how that
issue played out in the settlement.

COMMISSIONER KCNDO: I don't know if you could
answer this, but from what I understcod you to'say is there
was a downward adjustment on specifically relating to the
commercial load control programs, the advertising expense, or
is 1t just a very general broad dewnward adjustment for all
DSM expenses?

MR. BROSCE: If you look at -- I don't know if you
have there --

MR. HEMPLING: I have 1it.

MR. BROSCH: ~- our Schedule C-11.

' COMMISSIONER KONDO: I have that in front of me.

MR. BROSCH: Okay. In the bbx at the bottom of the
schedule, there's a recap of historical expenses recovered
through base rates for each of these programs; and, knowing
that the enerqgy efficiency programs were moving, the
calculation in the box suggested that if we look at two
historical periods, there could be a downward adjustment
ranging from 33 percent to as little as 11.7 percent,
depending on which year you chose to look at.

I averaged the two years and came to understand
that there were some issues in the recorded '07 numbers.

Mr. Hee may be able toc remind me now what he told me then as
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we discussed that adjpstment; but, as I said, there was —--
there was some compromise in the settlemenf yielqing a
somewhat smaller downward adjustment for the expense items
that you see there, which are the base DSM load control
related cocsts.

Footnocte B references the source for those numbers
that you see on line 2. And the admin and information
technology costs, which are overhead like expenses fhat HECO
incurs to run both load control and energy efficiency.

COMMISSIONER KONDC: But wasn't the primary purpose
of the downward adjustment to account for the fact that the
energy efficiency programs were being moved to Hawail Energy
and it had nothing to do with the fact that their actual
expenditurés relating to, for instance, the commercial load
control program are a lot less than what was budgeted?

MR. BROSCH: That's right. We were trying to
capture here what was happening with these base expenses and
what we should expect going forward given the transfer of
energy efficiency programs and direct costs to third-party
administration.

COMMISSTONER KONDC: Okay. My specific gquestion
then is relating to the numbers that Mr. Hee and I were
talking about, where you have a budgeted amount of $158,000
and you have actual expenditures of $2,500 through the halfway

point of the year, and Mr. Hee's testimony that they expect to
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expend another $50,000 through the end of the test year, which
clearly is stil; maybe a third of the amount that's been
included in the test year expenditure or the advertising
expense for the commercial load program, can you comment as to
whether or not the CA agrees that the amount to remain at
$160,000 roughly for purposes of the test year versus trying
to look at what the actual expenditures will be through the
end of the test year?

MR. BROSCH: I can only ccmment by saying that you
have more information now than I had then when my testimony
was prepared and the variances were different then. We didn't
have much actual information. As a general matter, I would
encourage you to evaluate the latest and best information you
have and make further adjustment 1f you think it's
appropriate.

COMMISSIONER KONDC: I guess I'm asking for the
Consumer Advocate's position with respect to this particular
item or this particular line item, whether or not it's
appropriate for the Commission to continue tec use the 158,000~
and 160,000~dollar figure even though Mr. Hee's testimony is
they expect to expand during the 2009 test year only 50,000
and some change?

MR. BROSCH: I have not formulated a position on
that specific adjustment. I would probably try to collect

more information about whether that revised lower number is
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representative of ongoing conditions or.not.

As a general matter, I would encourage you to
assign some weight to actual spending; particularly, we're
most of the way through the test year, and the basis of that
ﬁumber in the revenue requirement i1s an estimate prepared some
time ago.

COMMISSTIONER KONDO: Okay, thank you.

Thank you.

MR. HEMPLING: FExcuse me. Turning to outside
services and specifically the Ellipse 6 upgrade,

Who is that?

Could ycu, Mr. Giovanni, remind us what the
Company's purposes are with these two softwares: Ellipse 6
and eMESA, the purposes?

MS. LABORTE: Ellipse 6 is the enterprise
management system that the Company uses for recording
accounting, work management, budget contrcl. It's the
software system that the Company uses to track all the
financial information,

MR. HEMPLING: They track all of its what?

MS. NANBU: Financilal information and project
information.

MR. HEMPLING: And how long has i1t been using
thins?

MS. NANBU: Ellipse first -- well, it was
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originally part of the mini-com software system that we
installed in January 1999, Ellipse, it was changed to meet
Ellipse when we did the upgrade in 2002 and 2003.

MR. HEMPLING: Okay. And eMESA?

MR. GIOVANNI: The Ellipse enterprise software does
noct have a strong software component for work process
management, and work process management is fundamental to
scheduling and planning work in both the energy delivery and
the car supply process areas of the Company. So in the
absence of a strong tool, software tool, in Ellipse, we've
been using different toocls, including workarounds created
using Excel spreadsheets and alsc a planning scheduling tool
in power supply,‘which gces by the trade name Pasta.

| Recognizing the limitations that was there; and, in
addition, to the Ellipse, the min—com,cbmpany was offering in
its next upgrade of Ellipse, toc have work process management
software. In 2007, we embarked on an evaluation of the
alternative software, and eMESA is a software package that
communicates directly with Ellipse and that can be utilized
throughout the Company for scheduling and planning its
maintenance work.

MR. HEMPLING: Okay. Now I've got the proposed
settlement cutside services figure is 2,666,000.

MS. NANBU: Yes, yes, that number ccnsists both of

outside services for legal as well as outside services for
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other?
MR. HEMPLING:

legal and what?

I'm sorry, outside services for

MS. NANBU: And outside services for cother. 1It's

comprised of two account numbers, yeah.

MR. HEMPLING:

Legal and other?

MS. NANBU: Yes.

MR. HEMPLING:

And the consultant costs for Ellipse

and eMESA are included within the —-

MS. NANBU: Outside services other, yeah.

MR. HEMPLING:

So I've got in your testimony

1,145,000 for the consultant costs for Ellipse. Correct?

MS. NANBU: Yes, that's correct.

' MR. HEMPLING:

costs for eMESA?

And $127,000 for the consultant

MS. NANBU: Yes.

MR. HEMPLING:

is largely legal?

So the remainder of the 2.66 million

MS. NANBU: The legal ccsts are about $131,000.

The other big piece in the

other cutside services is fees for

integrated audit that is done by KPMG annually, the financial

audit that KPMG does annually for us. The KPMG component of

the total is $769,000.
MR. HEMPLING:

please.

I'm sorry, that last sentence
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MS. NANBU: The KPMG fees are about $769,000.

MR. HEMPLING: OQkay. Now the 2007 amount for this
category of outside services was 1,320,000,

Does theat ring a bell?

MS. NANRU: Yes.

MR, HEMPLING: Okay. So the approximately doubling
between these two numbers,'that is the settlement amount and
the 2007 amecount, what would be the reasons for that?

MS. NANBU: Yes, the biggest component is the costs
for the Ellipse 6 upgrade.

MR. HEMPLING: Okay. Well, in fact, the upgrade of
costs 1,145,000, so it's more than the entire increase?

MS. NANBU: 1'm sorry?

' MR. HEMPLING: Nevermind. You can just act --

MS. NANBU: Yes.

MR. HEMPLING: =-- like I never asked that question.
That's the first smile I got out of you all day. I'll make
more mistakes.

Okay. Now you'wve got a discussion. There's
apparently a disagreement historically between the Company and
the Consumer Advocate concerning the normalization of costs
such as this IT consulting costs. Correct?

MS. NANBU: Yes.

MR. HEMPLING: Well, I want to get a fix on this

disagreement or difference in principle so that the
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Commissioners can understand it.

Your view -- the Company's viéw is that, absent
normalizaticn, if there are costs like these IT costs incurred
prior teo a rate case but not the test year, there would be no
way for you to get recovery of the dollars; is that correct?

MS. NANBU: That's correct. I guess maybe trying
to go back, in ocur 2005 test rate case, we did try to
normalize, included the test rate expenses and normalized
ceosts for upgrading the ellipse system. At that time, we had
just completed an upgrade, the 2002-2003 time period; and,
based on the costs for that upgrade, we tried to include an
estimate —-- the total cost for the 2003 upgrade divided by
five years as an estimate for the test year in 2005 but the
Consumer Advocate did not want to include any normalized costs
for an upgrade because it wasn't going to occur in the test
year.

MR. HEMPLING: The upgrade would not occur during
the test your or the incufrence of costs would not incur
during the test year?

MS., NANBU: They incurred of costs —-

MR. HEMPLING: Qkay.

MS. NANBU: -- and would not incur in the test
year. We did not include, in the 2005 test year settlement
numbers, any costs related to an upgrade.

Come to 2007 rate case, the Ellipse system again
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had some IT costs that were -- it was incurring. We needed to
move the Ellipse system off of the mainframe into the UNIX
rlatform, and we had to incur costs both in 2007 and 2008.

In that test year, the costs related to 2007 was
normalized over a three-year period. Estimated costs in 2007
was going to be $850,000; and, the costs in 2008 was going to
be $320,000. Only the $850,000 that were going to be incurred
in 2007 was normalized over a three-year period and one-third
of the costs were included in the test year.

So come to 2009 test rate case and considering what
had happened in the 2007 case, where it's been only two years
since the last rate case, we were not able to recover the
costs for the UNIX migration because it was only over a
two-year ?eriod and we incurred costs in 2008, There was
not —-- being akle to be recovered in rafes.

Soc come to the 2009 rate case, the Company opted to
include all the costs that it would incur in 2009 actually.
That is the basis for our {(inaudible).

Obvicusly, the Company would not consider
normalization but the Company believes that both the costs --
the entire costs of the project should be considered in not
only the costs within the test year, the costs for the full
project; but, the costs that incurs in that test year or the
following year.

I mean, I guess, if you look at it, if you look

POWERS & ASSOCIATES (808)536-2001




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

174

something that occurs in a test year and you normalized -- and
it -- and you normalize it over two years, you get one half of
it; but, if it occurs outside of the test year, and you -- and

because it's not in the test year, you don't get to include
it, then you never get to recover a cost that upwards between
rate cases.

MR. HEMPLING: So what's the problem with this
argument that Ms. Nanbu is making, Mr., Carver?

Why is it that the Consumer Advocate seems to
oppose the normalization of this type of periodic costs?

What's the principle that you're opeiating under?

MR. CARVER: I would go back to the beginning of
2005 test year. The Company was seeking to recover costs that
it was estimating it might incur for an upgrade for a version
of the system that the Company —--~ the énftware supplier would
continue to support for several more years; so, it was not at
a point of, a, needing to be replaced because it was beccming
obsolete; and, b, there was significant uncertainty that the
Company was really going to incur those costs during the 2005
test year; so, that was the difference between the Consumer
Advocate and HECO in that 2005 rate case.

MR, HEMPLING: Excuse me. So¢, it's -- 1f I can
just sort of pin down the questicn here because I don't want
to go tco much back in the fémily history.

Is there a principle disagreement that the CA has
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concerning the notion of normalizing this type of costs where
the costs does not get incurred in the test year?

Is that a principle objection or does it wary
depending on how certain the costs are?

MR. CARVER: I think it varies dependent upon how
certain the costs are and also the nature of the facts and
circumstances that underlie each particular item. I don't
believe you can -- well, I don't believe it's advisable to
determine a methodology that says one size fits all. I think
you have to look at the circumstances and determine dces it
merit the normalization adjustment? Does it merit a
disallowance or does 1t merit full reflection because thevtest
year costs are representative of ongoing conditions?

We try to look at all of the information we can
gather from the Company and make a judgﬁent call based upon
that available data as to whether a normalization is
appropriate or not.

MR. HEMPLING: So is Ms. Nanbu misinterpreting the
CA position as being a total principle cobjection to the notion:
of normalizing costs that might not incur in the test year,
that would ke a misuﬁderstanding of the CA's position or yocur
position?

MR. CARVER: Yes, I think it would be an
overgeneralizatioen.

MR. HEMPLING: All right. I might have
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overgeneralized what she said, but when you cleared that up,
you settled it anyway.

MR. CARVER: Yes, we did.

COMMISSIONER KONDO: Mr. Carver, does that mean
that from the CA's perspective you do not expect there to be
an upgrade needed in the next year or so of the system?

MR. CARVER: I am not aware of an upgrade that's
needed in 2010. I do have to say that I don't, as I sit here
today, recali all the information I locked at for the 2009
rate éase test year that led me tc conclude that no adjustment
was necessary for the 2009 rate case test year.

CCMMISSTIONER KONDC: Recause if you were convinced
that there was an upgrade needed in the 2010 year, perhaps
your posifion might be different on this in whether or not to
normalize the expense?

MR. CARVER: It might have been different. I can't
say it would have, but I would lcok at the information that
was évailable and make a judgement call based upon that date.

COMMISSIONER KONDO: So when you looked to
normalize expenses you looked -- or to include expenses that
incurred outside of the test year, and when you normalized the
expense, you're looking to the likelihood of either a cost
being incurred by the Company during, for instance, the 2010
year; or, perhaps, even savings in costs in the 2010 test

year -- I'm sorry, in the 2010 year?
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MR. CARVER: It's certainly possible. I also look
at whether the test year is aberrational for some reason, be
it too high or too low. It may not be what's going to happen
in 2010 is the ultimate target, but whether what we have in
the test year makes sense, based upon other historical data we
know or we have available, and whether there is significant
variability from year to year; or, whether there's some —--
whether there's some cycle to the incurrence of costs.

So if it's an upgrade that's going to happen once
every three years and the upgrade hits only in the‘test year
and the costs will be zero until the next upgrade, that might
merit some amortization treatment, as, I believe, was the case
in the 2007 rate case test year.

' MR. HEMPLING: And the opposite is true also that
if it's a regular upgrade but the year of the upgrade happens
to be something other than the test year, you're not going to
insist on a zero cost recovery?

MR. CARVER: Not necessarily. I think, again, we
have to look at what the data in totality is telling us and
whether or not what we would ke trying to do is reach back to
a year prior to the test year and allow recovery of some past
costs. I think we would get in trouble with some retrcactive
ratemaking concerns, if that's what we were trying toc do.

So we have to lock at all of the information we

have available and try to make a judgement call as to whether
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normalization is the appropriate way to go.

COMMISSIONER KONDO: And the distinction between
this -- what we're talking about there and when we‘were
talking abecut IRP, CSP costs which I understand the Consumer
Advocate, the support normalization of is because thosé are —-
you have a historical record and you're expecting the
continuation of those similar costs in 2010; is that correct?

MR. CARVER: I believe that would be correct, yes.

MR. BROSCH: And, in that instance, I would add the
Company's prefiled case reflected that normalization
adjusfment using a method that had been established in the '05
test year, I believe.

'COMMISSIONER KONDC: I guess the reason why some of
these queétions from my perspective is because it's ccnfusing
to me as to when it's ockay to normalize and when it's not.

And the other example, and it's a small one that comes to
mind, is I know they talk about consignment of inventcry; and,
the fact that right now the polls are there; yet, in the
future, if this program continues or if it's successful, they
don't have expense until they actually use the polls; yet, I
understand their testimony is that they don't want to
normalize that costs.

So, I guess, I'm struggling to understand when it's
appropriate and when 1t's not, but I appreciate what you said

50,
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MR. BROSCH: Unfortunately, I don't have concise,
compact formula that you can apply to all circumstances.

COMMISSIONER KONDO: Okay.

MR. BROSCH: That tends to be pretty fact-specific.

COMMISSTIONER KONDO: Thank you.

MR. CARVER: And I might just add toco that this is
part of the tension Mr. Brosch mentioned earlier between
normalization or not normalization allowing costs versus
disallowing costs.

COMMISSIONER KONDO: Thank you.

MR. HEMPLING: DBut if there are -- sorry, to carry
this one step further, I know it's break time, but if theie
are any principles that are common to ratemaking and apply
here, they seem to be as follows.

One is that the Company should have an opportunity
to recover its prudent costs and the arbitrariness of the
12-month calendar shouldn't become a bar to the recovery of
reasonable costs, number one.

And, number two, one wants to avolid viclating the
integrity of the test year by approving only cost increases
and not catching cost decreases. Those are the two principles
that, as I understand i1t, are ironclad; and, then what you're
trying to do is apply them in fact-specific situations.

MR. BROSCH: I would agree with all of that as

general guiding principles; and, when we're done, the overall
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teéf of reasonableness is whether the Company has an overall
reasonable coppertunity to achieve the authorized return; and,
unfortunately, it requires judgment every step of the way when
you slog through the details of the individual issues,
budgets, and adjustments.

CHAIRMAN CALIBCSO: Let's take our afternoon break.
We're going to have to cut this one short; so, come back at
3:30 probably.

We're in recess.

(Whereupon, at 3:;21 p.mi, a recess was taken, and
the proceedings resumed at 3:31 pm., this same day.)

CHATIRMAN CALIBCOSO: Good afternoon.

We'll reconvene this hearing. We're still
continuing‘with the Panel 3,

Mr. Hempling?

MR. HEMPLING: Good afternoon.

Which one of the witnesses is familiar with the
amortizaticon cof the HR Suite?

MS. NANBU: I guess that's me.

MR. HEMPLING: And as I understand this, from your
supplemental testimony and your direct testimony, the
Commission in Docket 2006-0003 approved deferral of the
software develcocpment costs assoclated with the HR Suite; is
that right?

MS. NANBU: Yes.
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MR. HEMPLING: And what is this suite?

MS. NANBU: The software program for our benefits
and HR system. I think Julie can explain a little bit more
about the software itself.

MS. PRICE: The HR Suite 1s a software component of
software systems that i1s designed to improve the
administration of benefit pregram for the Company, as well as
compensation, administration. It includes a self-service HR
component for employees, a learning management component, a
performance management component and reports.

MR. HEMPLING: What's the total costs?

MS. PRICE: The total costs, as of —-- tﬁe last
update is 12.5 million, of which 8.2 million is HECO's
portion.

MR. HEMPLING: And does that 12.5 and 8.2 include
AFDUC?

MS. PRICE: Uh, yes.

MR. HEMPLING: And what is the amortization period
that you're using for purposes of the propoéed rates?

MS. NANBU: It's based on a l2Z-year amortization
period, which was approved by the Commission in that docket.

MR. HEMPLING: Do you have any idea how long you
expect to use that software?

MS. PRICE: Hopefully, for at least 12 years.

MR, HEMPLING: And is there an upgrade in the
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future that you expect?

MS. PRICE: 1Im sure there will be upgrades, but I'm
not aware of any right now.

.MR. HEMPLING: Okay. Can we talk about AMI R&D?

This will be referring to page 21 of the Exhibit 1

.of the Settlement Agreement.

Am I right that it's page 217

Up is Bruce Tamashiro and Leon Roose.

Are we ready for this today CA?

Am I right that it's at page 2172

MR. BROSCH: Mm-hmm.

MR. HEMPLING: Okay. So what the Exhibit 1,
page 21, says is that there's 611,000 of AMI research
developmeﬁt expense in the A&G account 930.2 comprising
488,000 for outside services and 123,000 for the tower gateway
base station lease rental.

Now vou've all settled at advertising the 488,000
over two years,‘correct, Mr. Carver?

MR. CARVER: Yes, that's correct.

MR. HEMPLING: And what was theAbaSiS for the two
years?

MR. CARVER: Again, it's the interval between the
current HECO rate case and the planned next following case
under the decoupling proposal.,

MR. HEMPLING: And is it Mr. --
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MR. TAMASHIRO: Tamashiro.

MR. HEMPLING: -~ Tamashiro, excuse me, what AMI
R&D costs has the Company incurred in 2008 and 20097

MR. TAMASHIRO: 1In 2008, the Company has incurred
$453,000 of AMI R&D costs?

MR. HEMPLING: And 2009, what would the number be?

Do you know?

MR. TAMASHIRO: As of -- is it okay about -- I can
say that we are on track to spend $611,000 of AMI R&D costs
for the test year 2009.

MR. HEMPLING: On track, okay.

And do you have any thoughts as to 2010, 2011 for
this category?

' MR. TAMASHIRO: I don't know that budget, sorry.

MR. HEMPLING: Does the Company have no
anticipation of what it will incur for R&D expenses during
those two years?

MR. TAMASHIRO: As I menticned before, R&D is an
ongoing expense of the Company; and, as far as AMI is
concerned, we'll continue to focus on research and development
with respect to AMI and AMI-related technologies.

MR. HEMPLING: I'm sorry, for forgetting this, but
is that your domain, the R&D expenditures, are you the man
that keeps track of the dollars?

MR. TAMASHIRO: I'm the man who keeps track of the

POWERS & ASSOCIATES (808)536-2001




10

11

12

13

14

15

le6

17

18

19

20

21

22

23

24

25

184

dellars.

MR. HEMPLING: Okay. So who's the man or woman who
keeps track of the R&D decisioﬁs?

Okay. So what are you expectations concerning R&D
spending for AMI in 2010 and 20117

Do you have any expectations?

MR. ROOSE: Yes, at this time we do. I deon't have
the exact numbers in front of me right now, but we do have
expected spending for R&D for AMI in 2010.

I believe it is a little lower than the 611,000
anticipated for '09, given that by 2010, and we anticipate the
end of the position and also begin some impiementation; 50,
you got the transition into the implementation and so forth as
you move forward.

So while there is, I think, some decrease, I think
it's relatively a nominal level. I don't have the exact
numbers with me at this time.

MR. HEMPLING: We don't know what we're going to be
R&D-ing until we get clese to the time when we're going to be
spending the money. It depends on what else other people
discover and what the shape ¢f the research program is.

Right?

MR. ROCSE: That's correct. I mean, I think, as we

moﬁe into 2010, for example, I know that we're going to be

continuing the efforts on smart grid rcad mapping; sc, there
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will be efforts in that costs in that category of expense.
That will be part of the R&D efforts that we're actually going
to be incurring expense initiatives toward that end as well.

MR. HEMPLING: Mr. Roose, is there like a charter
document that you have in your department for the AMI effort?

You described this morning in, sort of, the terms
that everybody uses when they want to get excited about AMI,
but do you have an actual admission statement and a plan or
are we Jjust sort of every year spending on what seems most
useful?

MR. ROOSE: Are you referring to specifically R&D
dollars?

MR. HEMPLING: Yeah; and, well, I should step back.

In terms of AMI generally, does the Company have a
vision of what things will locok like when, gquote, AMI, close
gquote, is in place; or, are we still feeling your way?

MR. ROCSE: No, I think we have a vision of'what
that will be essentially. We'll be fundamentally replacing
gvery meter we have on the system with meters that have the
ability to take meter reads remotely. Those meters will also
have the ability to do interval reads; so, that we can just do
programs like time-of-use. Those are fundamental aspects of
the AMI program that we're proceeding forward with.

As I talked about also relative to small grid

activities, you know, with an AMI system, essentially, you are
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also putting in fundamentally a communications infrastructure,
again, out to every single customer that will really permeate
our entire system; and, so that will enable other activities
beyond just, you know, interval meter reads, for example.

T know there some of the things that were explored
specifically in the smart grid road mapping initiative and to
see how the AMI system that we deplcy can best fit with the
future with other functicnalities.

MR. HEMPLING: Is the analysis of the relationship
between costs and benefits for AMI within your domain or
someone else's domain in the Company?

MR. ROOSE: We have the director of AMI division
fhat works within my department and is the key perscn that has
done the work historically on that as well as going forward.

MR. HEMPLING: At this point in time, has somebody
done an analysis of costs versus benefits to know that this
whole program is worth doing; or, is it at such an early stage
that it's not possible to know either the costs or the
benefits in quantitative terms?

MR. ROOSE: I think in the TC application we did
put forward a cost benefit analysis for the overall AMI
program. Again, with the work we're doing ncw in the R&D
front, you know, again, looking at the smart grid efforts and
the‘other initiatives, we anticipate fevisiting, again, in the

cost benefit analysis that was previously done and would be
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part of what we put forth to the Commission as we move the
project initiative forward.

MR. HEMPLING: In having time-of-use rates in
Hawaii its key purpose is a fundamental assumption of the AMI
effort; is that right?

MR. ROCOSE: Yes. Having time-of-use rates is
ultimately an objective that was important to the customers of
this State. Right now, we're in the process of moving forward
with the ability to do that and AMI will help enable the
ability to do that on a much more wide scale basis.

MR. HEMPLING: No, T just wanted to make sure I
understand you.

Cne of the main reasons, one of the three or four
reasons you gave for even having an AMI prcgram is the ability
to implement time-cf-use rates.

MR. ROOSE: Correct.

MR. HEMPLING: Is time-and-use rates within your
domain?

THE WITNESS: The actual implementation of the
time-of-use programs would be in a different department.

MR. HEMPLING: "But doing the research on the AMI
infrastructure that would facilitate time-of-use rates is
within your department?

MR. ROOSE: Correct, to the extent that that

becomes a part of the infrastructure, we put forward with the
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AMI and the AMI enables that. The technolcogy portion of it

would be part cf our department, correct.

MR. HEMPLING: Have you had any connection with the

folks who are developing time-cf-use rates for this case?
MR. RCOSE: Myself, personally, to some degree,
yes.

MR. HEMPLING: Do you have any opinion on the

effectiveness of the time-of-use rates that exist now and are

being proposed in this case?

MR. ROOSE: At this time, I don't have enough

detail in that to express an opinion on that; but, I think the

time-of-use rates, again, generally speaking, the Company is

moving forward with are critical for the ability for customers

to get control over the usage of their energy.

MR, HEMPLING: Right, we said that.

To what extent does the Company's thinking on
time-of-use rates, which, as I understand, it occurs in
another department, to what extent does that thinking affect
the way you're doing your research and development with
respect to AMI?

MR. ROOSE: I think with respect to certain
functionalities, you know, clearly the AMI system would need
to be effective at being able to do the interval readings,
which is fundamental to be able to do effective time-of-use

billing; so, you know, it's part and parcel from that
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perspective.

You know some of the work that staff in the AMI
division is doing right now is testing to ensure that the AMI
systems can, in fact, deliver what they need to deliver on in
order to effectively do interval ratings.

MR. HEMPLING: Well, do decisions about the shape
of the time-of-use rate program such as the number cf tiers
and the price distance between the tiers make any difference
to you in terms of the R&D that you have to do in the AMI
area?

MR. ROOSE: And I probably don't have enough of the
details of the technical aspects of the AMI technology to
really draw those distinctions. I think our director of AMI
would have that, but with the reorg, I'm fairly new in terms
of taking over the overall AMI effort.

MR. HEMPLING: Is the director of AMI here?

MR. ROOSE: No, he isn't.

MR. HEMPLING: Would it be possible for that person
to come when we have the time-of-use rates discussicns?

MR. ROOSE: Yeah, yes.

MR. HEMPLING: Okay, thank you, Mr. Rocse.

MR. ROOSE: Thank you.

MR. HEMPLING: What is that person's name?

MR. ROOSE: Paul Fetherland.

MR. HEMPLING: Okay. Can we talk about health
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benefits, not with respect to AMI?

Hellc, Ms. Price.

MS. PRICE: Hello.

MR. HEMPLING: Sc you've had an increase in medical
plan costs from 2007 to 20097

MS. PRICE: Yes.

MR. HEMPLING: And as I understand your HECO ST-13,

pages 4 to 5, there's been an increase in that period of time

2007 to 2009 in the HMSA PPP program of 13.3 tc 14.8 percent?

MS. PRICE: Yes. |

MR. HEMPLING: And in the HMSA HPH plan a percent
increase of 14.24 to 15.17?

MS. PRICE: Yes.

MR. HEMPLING: And Kéiser, an increase of about
2.7 percent?

MS. PRICE: Yes.

MR. HEMPLING: Now the increéase in the number of
employees 1is oné reason for this increase?

MS. PRICE: Yes.

MR. HEMPLING: And what other factors?

MS. PRICE: There is an increase in actual claims.
When the HMSA determines what the premium rate will be for a
year, they look at a lZ2-month period of actual claims
incurred, and they apply to that a trend adjustment and their

administrative costs and compare that to what the current rate
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is te determine the increase.

MR. HEMPLING: And is that Company-specific, the --

MS. PRICE: The claims?

MR. HEMPLING: Yes, ma'am.

‘MS. PRICE: Yes, it is.

MR. HEMPLING: So do you have a feel with respect
to these increases the relative weight in contribution as
between the emplcoyee count and the claims' experience?

MS. PRICE: OCh, no, I don't.

MR. HEMPLING: 1Is it —

MS. PRICE: The employee count increased —-

MR. HEMPLING: Mm-hmm.

MS. PRICE: - from --

MR. HEMPLING: By what percentage?

MS. PRICE: ~-- 1530 that was in the 2007 settlement
to 1618 which is what our estimate was for the test year.

MR. HEMPLING: So that's about 6 percent, right,
roughly?

MS. PRICE: Yes.

MR. HEMPLING: About & percent.

So at least as large a contributeor to the cost
increases claims as distinct from the number of employees?

MS. PRICE: Yes.

MR. HEMPLING: The numbers that I just went over

are what vyou're putting into the -- excuse me —-- let ne

POWERS & ASSOCIATES (808)536-2001




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

192

restate that.

Were the percentage increases that we just talked
about, those were your predictions or those are the actual
premium changes -- premiums?

MS. PRICE: Those are the actual change in the
premiums.

MR. HEMPLING: And those are the numbers that are
reflected in the --

MS. PRICE: In the settlement.

MR. HEMPLING: -- in the settlement?

MS. PRICE: Yes.

MR. HEMPLING: So is the Company doing anything
with respect to these increase in claims?

MS. PRICE: Yes. What we have is we have a
third-party admin -~ a third-party consultant, AM censulting,
whe we retained to look at ocur medical plan premiums each
year, and they negotiate with HMSA to bring those rates down
as much as possible.

For 2009, our premium was later to increase by
22.1 percent, and they have in talking in discussions with
HMSA, increased it to 16 percent, and that 22.1 percent, and
that is primarily a function of negotiating with HMSA te loock
at a 12 - a 24-meonth claims history versus 12 months, because
the 12-month period included some large claims and, therefore,

we tried to smocth out that. They tried to smooth that out by
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locking at a 24-month history.

MR. HEMPLING: I was alsc asking with respect to
the claims behavior of employees.

Is the Ccmpany doing anything with respect to
helping employees toc stay healthy and reduce claims?

MS. PRICE: Yes, we are. We have not only a
couple, but HMS and Kaiser, we have wellness prcgrams that are
designed to reduce medical expenses over the leong term; and,
these programs include flu shots, screening programs for
cholesterol and hypertension and‘case management programs
designed to help employees monitor cholesterol levels,
hypertension, asthma, diabetes, and chronic illnesses.

In addition, we have a flex plan. And under the .
flex plan is basically a cafeteria plan whereby, the Company
gives the employees an allotment called "flex credits," and
they use those credits to purchase various benefits, medical,
life insurance are put into spending accounts.

The flex plan helps control medical costs because
it gives the employees an incentive to waive medical coverage,
and by waiving the medical coverage, we save in the premiums
as well as potential claims.

So for the test year, in 2009, we estimate that
approximately 97 employees will waive medical coverage; and,

if we apply an average rate of 6,500 per year in premium for

those employees, we reduced our costs by approximately
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578, 000.

MR. HEMPLING: And do you have a feel for what
portion of your total medical plan costs are attributable to
retirees?

MS. PRICE: O©Oh, the costs that are in the test year
are strictly for active employees. The retirees are covered
under the post-retirement --

MR. HEMPLING: The --

MS. PRICE: -- expense.

MR. HEMPLING: Excuse.me, post-retirement?

MS. PRICE: Expense.

MR. HEMPLING: Yes.

MS. PRICE: Yes.

MR. HEMPLING: Now the health and wellness programs
that you just described --

M5. PRICE: Yes,.

MR. HEMPLING: =-- are those available to former
employees?

MS. PRICE: Not right now. They're cnly available

only to actives. However, the programs that are sponsored by

the carrier, HMSA and Kaiser, are available to everybody,
employees, and retirees,

MR, HEMPLING: Which programs are those again,
please?

MS. PRICE: Okay. Those could be case management
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programs or scréening programs; so, case management to monitor
diabetes, hypertension, asthma, and screening programs to
measure cholestercl levels or high blocd pressure.

MR. HEMPLING: So is every aspect of the wellness
programs that are presently available to employees also
available to retirees or is there some difference?

MS. PRICE: The difference pretty much is our flu
shot program which we only administer for active employees;

MR. HEMPLING: Other than the flu shot program,
retirees have access to the same wellness benefits essentially
as the current employees do?

MS. PRICF: Active employees.

MR. HEMPLING: Qkay. How long is this health and
wellness division set of programs been in existence?

MS. PRICE: I would say for at least ten years.

MR. HEMPLING: Okay. Travel expenses? It's travel
training and overtime are the next three very quick topics.

MR. WILLIAMS: It really depends on what areas you
have the questions because those flow across all these areas.
Mr. Giovanni can respond to some of those.

MR. HEMPLING: TI'll start with him.

Mr. Giovanni, have you undertaken cost containment
measures with respect to travel expenses?

MR. GIOVANNI: Yes, we have.

MR. HEMPLING: Now you're going to be referring to
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which sector of the Company?

MR, GIOVANNI: Power supply process area.

MR. HEMPLING: Ms. Sekimura, do you have a general
knowledge of this area too?

MS. SEKIMURA: I have general knowledge.

MR. HEMPLING: Well, are there Companywide policies
with respect to travel costs?

MS. SEKIMURA: Yes, we have employed some
guidelines, vyes.

MR. HEMPLING: And yoﬁ're in charge of those?

I don't mean you go out and whack people for
nencompliance but.

MS. SEKIMURA: I'm in charge of implementing the
programs, but there's another department that has come up with
the designing of those.

MR. HEMPLING: With what?

Just finish the sentence before the -- I just
didn't hear the rest of your sentence.

MS. SEKIMURA: I'm sorry. I'm in charge of
administering 1t, but I did not come up with the overall
design cf that.

MR. HEMPLING: Okay. Doces the Company have a
program for reducing travel expenses at this time?

MS. SEKIMURA: Yes, yes.

MR. HEMPLING: And can you tell us anything about
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this program?

MS. SEKIMURA: Sure. In light of the economic slow
down and the fact that revenues have not been able to cover
our expenditures, we've undertaken a plan to take a look at
our spending peclicies which do ccver the travel expenditures.

And one of the things we are looking at is how to reduce those

expenditures in light of -- in light of our total plan, and

what we've reduced that to is travel that is absclutely
necessary to do such things as for training and things that we
need for certification, et ceteré.

MR. HEMPLING: Excuse me. Sc you're not reducing
travel when it relates to training and certification; is that
correct?

MS. SEKIMURA: That's correct.

MR. HEMPLING: That deems to be essential to the
future of the Company's effectiveness?

MS. SEXIMURA: That's correct.

MR. HEMPLING: So what's an example of travel that
you're cutting?

MS. SEKIMURA: An example of travel that we're
cutting are travel programs that we don't necessarily need in
the short-term; and, an example would be for understanding
accounting standards, for example, we're employing other
mechanisms to supplant that. An example would be We‘look at

other ways like webcast training and things that we can get
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through the internet cor affiliations that we belong to such as
EDI.

MR. HEMPLING: OQkay. And training, training
expenses, 1s that alsc in your domain in terms of policies
concerning the Company's training expenses?

COMMISSTONER KONDO: Mr. Hempling, could I ask a
question on travel --

MR. HEMPLING: Yes.

COMMISSIONER KONDO: -- before you move on?

MR. HEMPLING: Yes, éir.

COMMISSIONER KONDO: Ms. Sekimura, I understand
from one of your IR responses to the CIR 181 with the amount
of travel expense that the Company anticipates saving in 2009
is 100 to 150,000; in 2010, $200,000; is that correct?

MS. SEKIMURA: That's correct.

COMMISSTIONER KONDC: 1Is there an appropriate
adjustment to attest to your expense?

MS. SEKIMURA: I would say that we're not going to
be incurring those expenses that you just pointed out, 100 to
150,000 in 2009 and about 200,000 in 2010.

COMMISSIONER KONDO: So, I guess, my question is,
What's the appropriate adjustment through the test year
expense?

I mean, I've heard different comments about

normalizing the expense about whether or not you take the high
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number in some instances.

Is there an appropriate adjustment from your
standpoint as to on the travel expenses, going on travels.

MR. SEU: The appropriate adjustment would be in
the range of about 100,000 to $150,000.

COMMISSIONER KCONDO: And that's because it's the
test year amount? |

MS. SEKIMURA: That's correct.

COMMISSIONER KONDO: Thank you.

MR. HEMPLING: I was going to ask your whether
there was a Companywide policy on training expenses, but I
imagine your answer would be as general as the one on travel
expenses that you're doing your best in cutting things that
don't affect the Company's long-term prospects, period; is
that right?

© MS. SEKIMURA: That is correct.

MR. HEMPLING: And, Mr. Giovanni, are yocu making
any decisions about reducing training that are going to be
detrimental to the future of the Company?

MR. GIOVANNI: Not on a long-term basis.

MR. HEMPLING: What does that mean?

MR. GIOVANNI: Well, any training that we do, for
example, in our operations divisions is dictated by the
requirements to qualify people for the job that they have to

perform.
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MR. HEMPLING: And for those, there's no compromise
on training?

MR. GIOVANNI: There is no economy in shortchanging
that training whatscever. In the short-term, we might be able

to defer the specific type of training or a seminar for a

- certain maintenance technique or tool cor new technology that

might evelve; but, for the long-term benefit, sooner or later,
we needed to have those training programs as part of our
routine.

COMMISSIONER KONDO: What is long-term and what is
short-term in your mind?

MR. GIOVANNI: In my mind, short-term is on the
order of six months. - Long-term 1s we like to lock ahead on a,
you kﬁow, year—-over-year basis.

COMMISSTIONER KONDO: So you're sayving that the
amount of training savings that is articulated in response to
PUC IR 182 is only for a six-month period?

MR. GIOVANNI: T have to refresh myself with that,
but I was speaking specifically for ocur supply in my response.
I believe that that response is a Companywide response.

COMMISSIONER KONDO: How much training expense is
there for power supply?

MR. GIOVANNI: Well, the training expense for power
supply is fairly extensive. Tt's on the order of millions of

dollars for a year. When you take intoc account the way that
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we count the time that the employees were experiencing the
training, their training time is often cleared to a clearing
account, so we account that as a training expense.

In terms of the outside services expense and
support of training that might be a separate account; and,
then we utilize an extensive amount of on-the-Jjob training
where we use are own gualified employees to travel other -- to
train other employees; and, when they're performing in that
service, they're time is also counted to a clearing charge for
training.

COMMISSIONER KONDO: But the training you're
talking about for power supply is that different from the
training that's talked about here, the Company's total
budgeted C&M training for 2009 was $250,000?

MR. GIOVANNI: 1It's different, yes. Some of the
training that we do is in incorporated in that number, a very
small part of it.

And that would be, for example, we sent one of our
engineers to a seminar con some new technology and he trained
in measurement techniques and the like; but, within the
department, if we were to have training exercises where we
have on-the-job training, safety training, but of that like,
is not included in those.

COMMISSIONER KONDO: OQkay. So you're saying that,

from your perspective, for power supply, the short-term may be
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six months you can go without some of the training but after
that the training becomes necessary; is that right?

MR. GIOVANNI: From my perspective, it is.

COMMISSIONER KONDC: Now who is covered under this
O&M training that's budgeted that's in response to IR 182?

What departments are covered within this budgeted
training amount if it's not yours or not all yours?

MS. SEKIMURA: T can answer that.

In addition to the power supply, we have some
training in the energy delivery as well as in the
administrative areas of the Company.

COMMISSIONER KONDC: Okay. Now is that training as
critical as what Mr., Giovanni is talking about with respect to
power supply?

MS. SEKIMURA: For the energy delivery, I would
need to defer to Mr.lYoung to answer that question.

MR. YOUNG: There's a -— Mr. Kondo or Commissioner
Kondo, there's several aspects to training.

One is profession training that relates to the
training that the engineers participate in and deal with
issues such as power flow, short-circuit, technical training
of that matter; whereas, higher level training, you know, are
typically associated with people with college degrees; and,
then there's also the operational training that are done with

the bargaining unit, mostly and primarily the bargaining unit

POWERS & ASSOCIATES (B08B)536-2001




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

203

employees.

I think I don't recall that IR, so I have to take a
look at it; but, some portion of that expense i1s the travel
and training expenses associated, I think, with some of that
technical training that is done for the merit employees, so
I —— but I have to take a look at that. But on the -- and the
reason I say that, Commissioner Kondo, is because on the order
of -- with respect to the filing an employee training, it's an
ongoing process, and there are established training -- for
example, in my department, System Operations, we have training
for the dispatchers when new employees are hired or as they
progress to & higher level position in the dispatching
function.

A tremendous amount of that is done through OJT and
through our technical trainings; and, so we'll handle the
training with a lot of in-house labor and the charges for that
would be -- you know, charged to the clearing acccunts for the
training; and, so that's the reason why I say that.

COMMISSIONER KONDO: Okay. Now thank you.

The reason why I'm asking the question is because
in the IR it says, The Company estimates that this policy may
reduce training expenses by approximately 50,000 per year in
2009 and 2010.

So, I guess, my question really is, Is the Company

intending to reduce its test year expenses by that amcunt, the
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savings that you folks are experiencing because of the
different policies that you have implemented; specifically, on
this issue relating to training?

MR. YOUNG: I would say that on an ongeing basis
that we want to try and keep our employees up to speed on —-
but, as far as the reduction is concerned, these are costs
containment measures that were taken in liéht of the economic
conditions and what's happening around us right now.

COMMISSIONER KONDO: Is it reflected in the rate
case is my question?

MR. YOUNG: I'm not sure., I have to defer to --

COMMISSIONER KONDO: And I understand that it can't
be long-term, but my other understanding i1s that your
projected next rate case is in the year —- 1in the test year
2011, which is not that long-term.

Mr. Brosch, do you have an answer to that?

MR. BROSCH: Well, I have information. I'm not
sure how much it helps --

COMMISSIONER KONDO: Sure.

MR. BROSCH: ~-- but let me share it anyway.

At CA-101 Schedule C-8 I sponsored an adjustment to
the Company's proposed budget of training expenses for outside
services in Mr. Giovanni's area of production or power supply
process area.

And I see that the amount of that adjustment, the
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217,000 is identified in the response to Part C of TR 182, but
the starting point that I héd, as indicated on Schedule C-8,
is a proposed Company test year outside services on training
of 403,000, not any of the other numbers shown in this
response.

Sc I think you may need more information to put a
bocw arcund all the numbers and figure out what the total 0&M
training numbers are because the information I have was that
in production in 0O&M alone there was once 403,000 before my
adjustment.

COMMISSIONER KONDO: Do you remembervthe date that
you did this exhibit?

MR. BROSCH: T could tell you that we filed on
April 17th, and the source information for the adjustment I
have identified as CA IR 305, Attachment 2. I suspect that
that IR was iooking at prefiled information about production
training costs. I don't have any information about more
broadly defined Company training.

COMMISSIONER KONDO: And the 2009 guideline that
you were talking about, Ms. Sekimura, when were those
implemented by the Company?

MS. SEKIMURA: They were implemented by the Company
at the end of July 2009.

COMMISSIONER KONDC: So after Mr. Brosch's --

MS. SEKIMURA: Yes,.
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COMMISSICONER KONDO: -- testimony.

Thank vou.

Thank you, Mr. Hempling.

MR. HEMPLING: Overtime expenses, was there a
Companywide policy on this or is it sector by sector?

MS. SEKIMURA: In response to PUC IR 181, we
included the 2009 guidelines for overtime, and that stated to
practice judiciocusly use of overtime for outages,
significantly reduce overtime at even at the expense of
customer service but absolutely not at the expense of employee
or public safety.

With respect to what specific departments have done
in those areas, I would need to defer to Mr. Giovanni for the
part supply area and Mr. Young for the energy delivery areas,
which are the areas that predeominantly incur overtime in our
Company.

MR. HEMPLING: Because I got the impression that
we're going to be doing more overtime because it's difficult
to hire sufficient people in scome of these areas.

So is there -- first of all, before we get to your
policy, Mr. Giovanni, is there a conflict between, a, the
difficulty in hiring people sufficient to get the work done;
and, b, reducing overtime?

MR. GIOVANNI: The first has been a longstanding

problem to fill the vacancies and, therefore, in order to get
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the job done, we've been —-- it's been necessary to work
overtime with existing staff and to hire contract labor.

In the short-term, to meet these guidelines for
reduced overtime, we have implemented measures that had
resulted in less work being done, so thefe is a call in
short-term.

MR. HEMPLING: The less work being done meaning
work being putting off to the future or quality decline?

I guess in ohe context you said that somebody is
going to wait longer on the phbné to get a customer service
rep. Correct?

MR. GIOVANNI: In power supply, there's no drep in
the quality of the work that we do. We do defer our work.

MR. HEMPLING: An example would be?

MR. GIOVANNI: An example would be that we have a
backlog of maintenance activities as defined by work corders,
and we would prioritize those in terms of emergency, high
priority, medium priority, and the like. Then we have a
pericd where we are deferring work because we are restricting
overtime, you know, we will do fewer -— we will complete fewer
work orders of a lower priority caliber.

MR. HEMPLING: So deferring werk to avoid overtime
doces actually save money, but deferring werk just to meet a
lower budget doesn't save anybody any mcney, does, it?

MR. GIOVANNI: It depends on the period of time
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you're looking at it. In the long run, I don't think it saves
money; but, on the short term, it can save money.

MR. HEMPLING: So how much work is getting deferred
not, for purposes of avoiding overtime, but just for purposes
of meeting budgets right now and just putting the costs off in
the future and not helping anybody?

How much of this is occurring?

MR. GIOVANNT: Well, in response to the general
guidelines that Ms. Sekimura described, in ocur area, we define
that it would be necessary to wofk overtime for four different
reasons. The first cof which is what we call anything -- any
work that's required for safety of our personnel or safety in
the workplace; so, regardless, of what the work is orxr when it
occurs, we will work overtime to address that safety issue.

Similarly, for compliance purposes, whether it be
environmental compliance or safety compliance issues, we will
work the overtime as necessary to do that.

The third area has to do what we term to be
mission-critical activities; and, this usually stems from the
reliability of our service.

So on a planned basis, we will schedule mailntenance
work and outages our equipment to ensure that we have the
available on-line generating resources to meet demand.

Now if in the short-term, due‘to weather

conditions, like we had earlier in the month of October, which
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our peak loads went much higher than we expected, when we had
a forced cutage of a unit or two, under those circumstances,
we will accelerate the maintenance that would otherwise be
planned.

So during those pericds, where we were scheduléd to
work 40 or 50 hours a week due to the high weather conditions,
hot weather conditions, or due to force outages that occurred
concurrently on an unexpected basis, then we would go to a
two-shift operation on our planned activities and work the
overtime to do that.

So we were making and have been making those
decisions on a day-tc-day, week-to-week basis.

MR. HEMPLING: Those four categories of reasons for
overtime sound like reasons that would exist regardless of
budget tightness kbecause they're central to the purposes cof
the Company.

MR. GIOVANNI: In general, that's true. In power
supply, we also -- we have a backlog of work. There's no
shortage of work to be done. So we tend to work and schedule
our work at a level that allows us not only to meet the
demands that I Jjust described to you in those categories, but
also to do the preventive maintenance and to do the backup or
the backlog of maintenance that has been accumulated over
time.

MR. HEMPLING: To the extent the Company's overtime
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costs are attributable to vacancies -- well, let me ask you
first.

To what extent in your area are overtime costs
attributable to vacancies such that hiring would reduce the
overtime?

MR. GIOVANNTI: ©On a historical basis, lcoking back
over the last few years, T can only speak in generalities. If
we did not have any wvacancies, we would still tend to work in
an overtime level in our maintenance division. And now in
maintenance is the area that expénds and contracts with time.

The operations division, that's defined. We work
24/7 and, as necessary. So we see much less volatility in
overtime numbers in operations; but, even in operations to
accommedate leaves, training, and turnover in the workforce,
we'll see overtime in the order of what we call 15 percent.

What that means is on the order of about 300 hours
per year of overtime per employee, a rough number.

MR. HEMPLING: And that's not attributable to
insufficienﬁ labor in the Company. That's just attributable
to the normal comings and goings of people —-—

MR. GIOVANNI: That's the comings and goings of the
retirement and the training and the movement in the operations
division. In the maintenance area, historically, we plan to
about the same level, which is about 15 to 20 percent; but,

due to the vacancies, we've actually experienced in recent
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years, levels that size are twice that.

MR. HEMPLING: So if I can understand this then,
some overtime costs the Com@any 1s incurring because of
insufficient number of employees?

MR. GIOVANNI: Correct.

MR. HEMPLING: And is there any budget cutting in
the area of recruitment such that there's a conflict between
the Company's overtime pclicies and the Company's recruitment
activities?

MR. GIOVANNI: No, there's no conflict. In fact,
to the contrary, we just launched this month a brand-new
apprenticeship program in our area to deal with our most
chronic vacancy problem, which is wvacancy of control
technicians.

So we were just launching -— in this pericd of the
costs containment, we were launching a new program for
apprenticeship. It's a three-year program; so, no.

And as far as all the other vacancies and the
maintenance in the operating areas, we're continuing to pursue
replacements at cur normal pace, which is very aggressive.

| MR. HEMPLING: And, Ms. Sekimura, elsewhere in the
Company, you're not hearing or experiencing any pushback to
any budget cuts associated with recrultment where recruitment
would reduce overtime costs?

MS. SEKIMURA: I'm not aware of anything at the
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moment.

MR. HEMPLING: Wculd that come to you as the person

who presides over overtime production Companywide?

Would you hear about it?

MS. SEKIMURA: Possibly, through a staff meeting.
MR. HEMPLING: Leases?

COMMISSIONER KONDO: May I talk about the OT first?
MR. HEMPLING: Oh, excuse me. Yes, sir.

COMMISSIONER KONDO: Ms. Sekimura, could you

provide us some guidance as tc how much savings the Company

anticipates for the year 2009 and then 2010 based upon the

policy to reduce OT, overtime.

MS. SEKIMURA: As we noted in the response to PPI

or 184, it is very difficult to quantify the expected savings.

As you heard from Mr. Giovanni, it's really tough to segment

the portion of overtime; so, T would say it's very difficult

to quantify that amount.

COMMISSIONER KONDQO: Is it more than a

million dellars?

much.

big.

MS. SEKIMURA: I don't believe it would be that

COMMISSIONER KONDO: More than half a million?

MS. SEKIMURA: I deon't believe it would be that

COMMISSIONER KONDO: Do you have a ball-park
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figure?

MS. SEKIMURA: I'm sorry, I don't have a figure at
the moment.

COMMISSIONER KONDO: But assuming that it's half a
million dollars, wouldn't it be appropriate to reduce the test
year expense by half a million dollars?

MS. SEKIMURA: T would say that we would need to
take a look at what's driving that amount.

COMMISSIONER KONDO: Well, assuming that you expect
that OT reduction to continue thtough 2010, not only for the
remainder of 2009, but zlso 2010, wouldn't it be appropriate
to reduce your labor expense bybthat amount, given that you
expect to file a test year rate case in 20117

MS. SEKIMURA: I would say it would have to depend
on the work that's inveoclved and the circumstances in each of
the areas that's behind that work plan.

COMMISSIONER KONDO: Well, if you already -- well,
I guess, maybe I den't understand that response, because if
you know that you're going to cut so much overtime and still
maintain the units and maintain the Company, keep it alive
basically, I guess I don't understand your response.

I mean, it seems, to me, that you can make a
decision or perhaps the‘Company has made some decision about
what amounts will be allowed and what won't be and just like

any test vear expense there's some guesstimation and
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projection required, the Company hasn't done that, is that
what you're saying?

MS. SEKIMURA: What I'm saying is that it's
difficulty to quantify that savings. This is a guideline that
came about, but it's very difficult to quantify what that
savings would amount to.

COMMISSIONER KONDO: Wouldn't it be appropriate
for —-- well, wouldn't it be inappropriate for the Commission
not to recognize any savings?

Mr. Giovanni?

MS. SEKIMURA: Could you could repeat what you —-

COMMISSIONER KONDO: Sure.

Would it be inappropriate if the Commission did not
recognize any savings?

MS. SEKIMURA: No.

COMMISSTIONER KONDO: It would be okay if the
Commission didn't recognize the savings that you anticipated,
is that what you're saying?

I mean, my question was wvery poor.

But, I guess, what I'm asking is, Would it be
reasonable for the Commission to establish rates without
recognizing the savings that you anticipate in 2009 and 20107

MS. SEKIMURA: T believe it would be reasonable for
the Commission to acknowledge some savings. The difficulty

that I have is quantifying what that dollar amount is.
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COMMISSIONER KONDO: Which would make it more
difficult for the Commission to guantify that dollar amount.
I mean, you're telling us, yes.

I want to ask the Consumer Advocate's position on
that.

Is there a problem if we don't account for any
savings that the Company has based upon the policies that the
Company has implemented where we expect there to be savings,
both in the test year as well as in 20107

MR. BROSCH: At the very high policy level, I would
suggest that you might want to address the issue of whether
normal ongoing circumstances should capture fairly
extraordinary production measures or not.

T can say that we looked not at overtime costs in
isolation as an expense to be analyzed; but, instead, locked
to overtime hours in the context of the Jjustification for the
staffing changes the Company has proposed.

We lcoked at labor costs in terms of total hours,
not just overtime hours and seclusion because, ocbviously,
there's interaction between staff in overtime levels that
we've talked about. There's also interaction between contract
labor, supplemental labor, to use Mr. Giovanni's term, and
overtime.

So if you push in one place, sometimes the costs

come back in another place. Instead of locking at discrete
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cost elements in isclation, we ask guestions about all of
that; but, then ycu'll see in the IR responses a lot of
information about departmental straight time hours and
overtime hours alike.

But when it got down to the issue of what's
representative of normal ongoing costs, one of the adjustments
made 1in the production area was at Schedule C-7 Qhere we
locked at this notion of what work can be deferred and what is

a normal oﬁgoing level of discretionary work; and, that

adjustment looked at station maintenance projects.

These projects that Mr. Giovanni said are
pricritized and ncoted that historically there have been lean
years and less lean years financially; and, over an extended
period of time, the Company has been able to do more or less
of that work in a given year depending on financial
circumstances.

And that adjustment, mechanically, simply allows a
three-year average of historical spending from 2006 to 2008 in
place of a Company's budget for the test year, which was a
downward adjustment of about 1.4 million that the Company
accepted in settlement.

COMMISSIONER KONDO: It seems, to me, though, that
the testimeony that you did and the negotiations that you did
with the Ccmpany to reach that settlement number, that was

prior to the Company implementing this new policy to further

POWERS & ASSOCIATES (808)536-2001




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

217

reduce costs.

Should not this new policy te further reduce costs,
whether it be 0T, whether it be travel, whether it be
training, shouldn't that be considered by the Commission?

Would it be irresponsible for the Commission not to
consider 1t?

MR. BROSCH: I think it should be considered, but
that really goes to the first part of my gquestion on what
basis are you setting rates as a policy matter.

Do you want to set expenses that are allowed in the
revenue requirement at the batting down the hatches, control
all expenses to a minimum level and say that's normally where
we want to be going forward or not?

COMMISSIONER KONDO: Well, assuming, that the
Company expects those expense levels td be maintained through
the year of 2010, wouldn't it be appropriate for the
Commission to use those numbers rather than numbers that are
larger, knowing that the Company already is committed to
reducing those expenses?

MR. BROSCH: It could be. But, again, it's a one
level that you look at, just overtime in isolation, and say
we've identified potential cost-cuts here and this is the

adjustment.

COMMISSIONER KONDO: No, I understand that there's,

perhaps, movement in other areas if you cut overtime, but
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considering if you look at the big picture, shouldn't the
Commission be looking at the cost-saving measures that the
Company has implemented, understanding that there may be
adjustments in other areas because of the cost-saving
measures?

MR. BROSCH: Certainly, if you believe that the
cost-cutting measures are sustainable, then, yes, they should
be considered.

COMMISSIONER KCNDO: And sustainable, are you
talking between the projected test year perilod or sustainable
beyond that test year period?

MR. BROSCH: TI'm talking --

COMMISSIONER KCNDO: I'm sorry, not the test year
period, but between the projected period between rate cases.

MR. BROSCH: Well, I mean, that is the question.

We, as I said before, when we look at normalizing
expenses, we look at the budget, we look at historical levels,
like I described in this adjustment, we look at current best
expectations of the future and reason and judgement is applied
given the facts that you find.

COMMISSIONER KONDO: Well, I guess, my question
was, When you use the werd “"sustainable,™ are you talking
about between rate cases, are you looking beyond the next rate
case?

MR. BROSCH: I meant operationally sustainable
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after the test vear, given that these rates are going to be in
effect for a period of time.

COMMISSIONER KCONDO: But assuming that it's
sustainable between rate cases, is that what you're taking
about?

Are you looking beyond the next rate case, assuming
they can maintain this level of spending --

MR. BROSCH: No.

COMMISSIONER KONDO: -- until the year —-

MR. BROSCH: I'm sorry.

COMMISSIONER KONDO: -- 20117

Is that what you're loocking at or are you looking
beyond that?

MR. BROSCH: Sustainable until the next test year
is what I'm talking about --

COMMISSIONER KONDO: Yeah, ckay.

MR. BROSCH: -- yes. We would lock at these issues
in every test year based on the best current information
available then.

COMMISSIONER KONDO: Okay, thank you.

MR. GIOVANNI: Mr, Kondo, I need to clarify --

COMMISSIONER KONDO: Sure.

MR. GIOVANNI: -- please, 1f I may.

This batting down the hatches approach that we now

have in effect tc sustain the costs in particular to the
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overtime is not sustainable and does not extend beyond 2009.
So our current plan is, unless and until
differently, is to retore it to the levels of work performed,
and the Company's overtime, as necessary, started at the end

of 2009.

Moreover, if we have any unforeseen problems that
occur between now and the end of the year, we're going to
respond to them for the reliability of the system. We're also
prepared to do that. But there is no intent or understanding,
that I know of, that we are going to sustain this lower level
batting down the hatchet beyond December of this year.

COMMISSIONER KONDO: When you say it's not
"sustainable" -~

MR. GIOVANNI: It's not sustainable.

COMMISSIONER KONDCO: ~-- are you talking about your
department or are you talking about Companywide?

MR. GIOVANNI: I'm talking about power supply.

COMMISSIONER KONDO: Your department. Right?

MR. GIOVANNI: My department, yes.

COMMISSIONER KONDO: And we talked earlier about
the fact that there's a very small amount -- TI'm sorry, strike
that, because that was the training expense that we are --

MR. GIOVANNI: Right.

COMMISSTIONER KONDO: -- talking about?

MR. GIQOVANNI: In overtime, I'm the majority in
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that.

COMMISSIONER KCONDO: But if we back out overtime,
Ms. Sekimura, and I locked at the policy guidelines, the 2009
guidelines, do you have a guestimate as to the savings, the
cost savings that the Company expects on those guidelines, no
travel, or reduced travel, reduced training, no new office
furniture, looking at the landscape issues?

Is there a guesstimate as to what the Company
expects to save because of those cost-saving measures that
were implemented by that guideline?

MS. SEKIMURA: T don't have a precise amount, but T
do wanf to remind everyone that the reason that we had
employed these cost-reduction measures was because of the
economic downturn and we didn't receive all the revenues to
cover the expenditures éer our plan.

So there are other circumstances in other areas of
the Company that had us going into this direction, its costs
reduction that was Implemented at the end of July.

COMMISSIONER KONDO: Well, I think Mr. Alm, said it
best at the beginning, we're sharing the pain.

But -~

MS. SEKIMURA: That's correct.

COMMISSIONER KCNDO: -- do you have a guestimate as
to what that total amount of savings would be in 2009 and

2010, excluding the overtime?
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MS. SEKIMURA: I don't have an estimate.

MR. WILLIAMS: Actually, that's why Mr. Alm said he
would cover it in closing, but we've identified certain items
that we can talk to. We just hadn't a chance to fully pull
this together. I'm sorry.

COMMISSIONER KONDO: I guess the reason why I
hesitate -- thank you for that explanation but, Mr. Williams,
perhaps there will be another opportunity to have one of your
witnesses put it into evidence rather than you just --

MR. WILLIAMS: I agreé.

COMMISSIONER KONDO: -- talking at clesing.

MR. WILLIAMS: And I was going to rely on numbers
that in the evidence. Thanks to the Commission’'s IR
responses.

COMMISSIONER KONDO: Well, it's much narrower than
the 2009 guidelines. You're aware of that because the 2008
guidelines talk about moving expense, landscaping expense,
things of that nature, where the IRs talk about 0T, travel,
and training.

MR. WILLIAMS: Right, there are some other items
that were identified in the IR responses as well as there's
some rent savings. I think you were going to ask
Mr. Tamashiro about, for example, the Ellipse 6 expense has
actually been deferred.

COMMISSIONER KONDO: Okay. No, I guess, my
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questicn is what about for some of these other items that are
identified in the guidelines.

Are you going to have a witness testify about it,
assuming there's some savings associated with it, because I
understand you can summarize, but I don't think that -- you
want the Company's witnesses?

MR. WILLIAMS: Yes. The overtime is not
sustainable. I think that's the one that did not have a
number associated with it, and we were not going to propcse a
reduction for 1it.

CCMMISSIONER KONDC: Ckay. But I hear Ms. Sekimura
saying that she can't provide a number of the other times
listed in the guidelines minus the OT.

Is that what I heard her say?

MS. SEKIMURA: Yes. The numbers that we can
provide in terms of savings were supplied in the responses to
PUC IR 181 and 182.

COMMISSIONER KONDO: So you don't any savings from
deferring landscaping?

You don't expect any savings from no purchase of
new furniture?

I mean, those are things that are listed in the
guidelines, so I'm trying to get an understanding as to why
they're included if they're cost-containment measures, but you -

don't not expect any real savings.

POWERS & ASSOCIATES (808)536-2001




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

224

MS. SEKIMURA: There are measures that we took and
there are numbers assoclated with those initiatives but T
don't have them right now.

COMMISSIONER KONDO: T'm struggling to understand
how we can get it on the record and maybe you can help me
understand it.

MR. WILLIAMS: Thank you. If you ask for another
IR, we will respond to that, but I don't have anything beyond
what Ms. Sekimura had said.

COMMISSIONER KONDO: Okay, thank you.

MR. HEMPLING: ILeases? Anybody?

Are you the lease man, Mr. Tamashiro?

MR. TAMASHIRO: Rent leases, vyes.

MR. HEMPLING: Sir?

MR. TAMASHIRO: Yes, rental leases, yeah.

MR. HEMPLING: Yeah.

MR. TAMASHIRO: Okay.

MR. HEMPLING: And so the guestion here is
concerning the Company's response to PUC IR 126. You gave us
an update on four new leases.

Are you familiar with that information?

MR, TAMASHIROC: That's correct.

MR. HEMPLING: And it looks like because cf some
glitches between the Company and the landlord or changes in

plans or people not moving out or people moving in maybe,
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there's a difference between the amount of dollars in the test
year rate case and the amount of dollars you're actually
likely to incur this year. Correct?

MR. TAMASHTRO: That's correct.

MR. HEMPLING: So, for example, the total lease
costs in the 2009 test year rate case is 288,000 acccrding to
this IR provided among these four leases --

MR. TAMASHIRO: Yes.

MR. HEMPLING: =-- is that correct?

THE WITNESS: $280,000 for those four lesses —-

COMMISSIONER KONDO: Okay. So --

MR. TAMASHIRO: —-- that's correct.

MR. HEMPLING: -~- what are you exactly expecting to
pay for new leases in the test year in light of these various
changes?

Do you know?

MR. TAMASHIRO: We expect the test year estimate to
decrease approximately $224,000.

MR. HEMPLING: That's a real savings.

MR. TAMASHIRO: And it's primarily related to the
removal of three leases.

MR. HEMPLING: The removal of three out of the
four. Right?

| MR. TAMASHIRO: Yes. And the addition of a small

lease that we had entered into, is the Suite 1050 reference on
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page 8 of the IR response 126.

MR. HEMPLING: Okay. And Mr. Brosch or Mr. Carter,
I don't want to be perceived és nickeling and dime-ing on
this. I realize some things go up and some things go down;
but, you are comfortable with the notion of keeping the
288,000 in the revenue requirement notwithstanding it's almost
virtual disappearance cf the costs, because I assume there's
other things that moved in the other direction?

MR. CARVER: One of the areas I spend a fair amount
of time in koth this rate case ahd the last rate case was
looking at individual Company leases, changes in leases, new
lease terms and conditions.

If the Company has now determined that it is not
going to go forward with certain lease commitments that we
were told they were going to proceed with earlier in the year,
prior to our filing, then it would seem to make sense that
those lease costs should be removed.

I would direct the Commission's attention to
Schedule C-17, as part of our direct filing -- part of the
Exhibit CA 101, where we very specifically tried to reflect
the changes in lease terms the Company had presented in
response to discovery during the dependency of this case.

MR. HEMPLING: You know, I was trying to find a
short answer.

Are you saying that the Commission should lock off
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whatever it is, almost all this 288,000, because we know now
that the leases aren't going to incur -- that they're not
going to incur fee costs?

Is that your recommendation?

MR. CARVER: Yes, 1f thcose are not ongoing lease
costs, then, I think, it would be reasonable for that to be
reflected. However, I would also say that in reaching the
Settlement Agreement in the current case, the Consumer
Advocate and the Company discuss any number of issues and
compromised on individual issues in order to reach a
negotiated resolution.

MR. HEMPLING: Well, that's what I'm trying to get
at. I don't know that there's a completely consistent answer
that you're giving me. On the one hand, you're saying there
wae a settlement and the settlement must have assumed that
there was going to be some variation between the dollars that
go into the settlement of the real world, right, that always
happens --

MR. CARVER: Whenever you're —-

MR. HEMPLING: -- correct?

MR. CARVER: -- dealing with a forecast for a test
vear, vyes, that will always happen.

MR. HEMPLING: All right. Well, isn't it pretty
inconsistent for you to advise the Commission that it should

pick out one particular item that happens to be different and
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stick it to the Company and not invite the Company to tell us
about all the cost increases that vary from what was
anticipated?

I mean, how was your position consistent with your
settling the case?

MR. CARVER: Certainly. And that's why I added
that --

MR. HEMPLING: Certainly, which one of multiple
gquestions were you answering certainly to?

MR. CARVER: Certainly, it 1s somewhat
incensistent, and that's why I provided a compound answer.

Yes, I think it's fair for the Commission to take
that information intc consideration, and it will have to reach
a judgement whether or not to reflect those lease cost
savings.

I can tell you had I had this information available
at the time we made our filing in April of 2009, I would have
reflected those savings in our prefile positicen.

MR. HEMPLING: Right. But the same thing goes for
the multiple cost increases that vary from the settlement
numbers. Right?

MR. CARVER: Exactly, vyes.

MR. HEMPFLING: Well, isn't the whole notion of
regulatory lag that the Company can find a way tc make some

savings relative to what the revenue reguirement is that they
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get to keep the dollars?

Is that one reason why we don't put all costs on
trackers but we use rate cases?

MR. CARVER: That would be one reason. There are
other reasons for not putting all costs on trackers.

MR. HEMPLING: I'm sure.

Well, what your advice to the Commission?

Let this one gc or really make the Company get back
these dollars?

What's your recommendation?

MR. CARVER: Well, my recommendation is I'm here
supporting the Settlement Agreement we reached with the
Company.

MR. HEMPLING: Right. But what's your
recommendation, not as a gun hired by the CA, but as witness
before this Commission advising it?

What's your recommendation?

MR. CARVER: I would recommend that the Commission
treat this item just as it would any overtime savings or
training savings in this case.

MR. HEMPLING: Which is?

MR. CARVER: I don't know what the Commission might
do with those items.

MR. HEMPLING? Are you going cut of your way not to

answer my question; or, do you feel like you're not heating
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the Consumer Advocate's —- not heating your obligation, the
Consumer Advocate?

Can you give an answer as an expert and not as a
witness for a party as to what the Commissicn should do in
this situation?

MR. CARVER: I don't believe I can make a strong
recommendation one way or the other for the Commission, given
where we are in this case.

The fact that we have a Settlement Agreement, the
fact that we have interim rates intoc effect, I cannot make a
strong recommendation that the Commission reflect those
savings at this point in time. If the Commission believes
that the evidence supports reflecting those lease cost
savings, then I would encourage yocu to do so, but I cannot
make that recommendation at this point.

MR. HEMPLING: But it would be inconsistent for the
Commission to do that just fer this one item and not do that
for every possible‘item in the case, too, right?

This is only a 250,000-decllar item.

There's plenty of things like this at that level.
Right?

MR. CARVER: Yes, there are. And there are some
items I'm certain where with the Company feels that it has --
it's actually incurring greater costs that it included in the

forecast test year that it assembled in 2008.
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MR. HEMPLING: So you recommend against the
Commission singling out this one item and adjusting it because
of new information; is that right?

MR. CARVER: I think you get on a slippery slope
whenever you attempt to identify individual items to treat in
a different manner.

MR. HEMPLING: Well, what do you mean by "slippery
siope™?

A slippery slope toward what?

MR. CARVER: Where do you stop?

How far do you pull on that string?

How many issues, you know, do you try to encompass
in trying to reach a balance forecast test year in which to
set rates that will remain into effect until the next rate
case?

MR. HEMPLING: Are you at all concerned that the
Company might have withheld information about these leases
until you signed the settlement?

Are you comfortable that this is something that
happens from time to time, that events change after a
settlement is reached?

MR. CARVER: I have no reason to believe that this
information was withheld. I believe that very shortly before
the filing of the CA's direct testimony, the Company did

provide a second revision to its forecast lease costs that
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information I relied upon in putting cur direct filing
together. I have no reason to believe, as I'm sitting here
today, that they had additicnal informatiocon availakle to these
items that they did not tell me that.

MR. HEMPLING: Are you comfortable with that
statement, sir?

MR. TAMASHIRO: That's correct. At that time,
during the settlement negotiations, we were not aware of this.

MR. HEMPLING: OQkay.

MR. TAMASHTRO: Can I also make one more point,
Mr. Hempling?

In this IR response on page 7, we talk about we
will be entering -- the Company will be entering into another
lease.

MR. HEMPLING: Which location?

MR. TAMASHIRC: IR 26, page 7 on the top.

MR. HEMPLING: Right.

MR. TAMASHIRC: And this is Water House --

MR. HEMPLING: Yep.

MR. TAMASHIRC: -- Building with Sﬁites 110, 111,
and 113.

These are office space, office surround space that
the Company plans on entering into a lease for. That cost
will probably be incurred in 2010 and that amount is still

about $115,000.
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MR. HEMPLING: Okay. So you're adding to your IR
response in terms of what you now know in terms of
information?

MR. TAMASHIRO: No, that is in this response, but
I'm just giving you the dollar amounts.

MR. HEMPLING: I'm sorry. Yeah, I don't have that
page with the dollar amocunts with me at the moment.

The dollar amcunts aren't there?

MR. TAMASHIRO: Yeah, the dollar amounts are not

MR. HEMPLING: Okay.

MR. TAMASHIRO: -- this document.

MR. HEMPLING: Qkay. Excuse me a minute, please.

COMMISSIONER KONDO: Mr. Brosch, I going to follow
up while Mr. Hempling lccks at his notes.

Perhaps, I misunderstood what Mr. Carver said or
you said earlier. Mr. Carver talked about the slippery slope.

I understood you to talk to me earlier about the
prudence in looking at actual numbers, 1f they're avallable,
as a doublecheck on the test year numbers.

Did T misunderstand you or perhaps I misunderstoocd
what Mr. Carver said or could you make it consistent?

MR. BROSCH: Let me try.

COMMISSIONER KONDO: Thank you.

MR. BROSCH: When you start picking and choosing,
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it is problematic to introduce a bias intc that preccess,
because whenever you choose to look at all the variables that
go under the revenue requirement, you use what you know that
day, and a week later, a month later, a year later, all the
numbers are different.

So ycu can pick any one in isolation that you
prefer to talk about depending on whether you want to see
costs going up or cests going down and you get the result a
year after.

So I say to you anything you look at is
information. At the end of day, you're going toc have to
balance it with all the other information you've seen; and, if
you're concerned about leases going down, ycu might look at an
unccollectible expense that's much higher and say, you know,
maybe there was rough justice in the settlement and maybe not.

All of this is newer, better information, more
current information that you're going to have to synthesize
and write your order to reflect however you think it's best
reflected; and, I don't know how else to say that.

COMMISSIONER KONDO: The guestion I have 1s, What
does the Consumer Advocate do with the new information, given
that they settled on it?

Does the Consumer Advocate just ignore that
information?

The new information that's come up subsequent to
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the settlement, how do you handle that?

MR. BROSCH: Well, we either decide we were done
when we settled or we don't, and we start piling through all
the data again and updating the whole process, and we've set
about that task.

COMMISSIONER KONDO: So you've done the form,
you've decided upon the settlement that you were done?

MR. BROSCH: We thought when we settled that we
were done but-for the two issues scheduled to be regulated,
that is correct.

COMMISSIONER KONDO: MNot te beat the dead horse
here, Ms. Sekimura, but I know that the Company has also
implemented a policy relating to vehicle painting. Correct?

MS. SEKIMURA: That's correct.

COMMISSTIONER KCNDC: And could you explain what
that policy is?

MS., SEKIMURA: I'm going to defer that question to
Mr, Young whec responded tc that TR.

COMMISSICNER KONDO: .Okay.

MR. YOUNG: Mr. Chairman, Commissioner Kondo, as
far as the vehicle painting policy, what we're doing now is
when we purchased the wvehicles before in the past we used to
purchase the vehicles painted in our Cbmpany colors of blue,
yellow, and white.

So what we're doing now, in order to save costs, is
g r
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we're purchasing the vehicles and paint it white, and we are
simply applying lecgos to the vehicles so that they can be
identified as Company vehicles. That is the policy now.

COMMISSICNER KONDO: Thank you.

I see that the Company's response to PUC IR 183
talked about the expected savings in 2009 being about $50,000%?

MR. YOUNG: That's correct.

COMMISSICONER KONDO: And respective capital savings
in 2010 being $90,000; is that correct?

MR. YOUNG: That is cdrrect, yes, in the IR
response, yes.

COMMISSIONER KONDO: TIs there an amount that has
been reflected in the rate in terms of a reduction in
expenses?

MR. YOUNG: Because you said --

MR. HEMPLING: What amount would that be if there
is?

MR. YOUNG: I don't know if there has been a
reflection in fhe capital category for these savings, but
these are the savings that we realize for the vehicles that we
purchased, the capital savings that we've realized in the
remaining months of 2009 and for the pericd 2010.

COMMISSIONER KONDQ: Well, will the Company be
making an appropriate reduction in the expense test year; and,

if so, in what amount?
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MR. YOUNG: I would imagine that for the amounts of
the savings that would be --

COMMISSIONER KONDO: Mr. Young, I don't want to get
you in trouble.

MR. YOUNG: Yes.

COMMISSIONER KONDO: So the first gquestion is, Are
you going to make -~ are you going to make an adjustment to
the test year expenses; and, if you don't know, that's okay?

MR. YQUNG: Okay. I don't know that we're going to
make an adjustment to the test yéar.

COMMTSSTONER KONDO: Do you know who could answer
that question?

MR. YOUNG: I would think that the capital witness
would probably be the next person since these are capital
costs,

MR. WILLIAMS: Yeagh, it's a finance.

MR. YOUNG: It's a finance.

MR. WILLIAMS: Commissioner Kondo, that would be
Lorie Nagata.

COMMISSIONER KONDO: (Qkay. I know that in actually
Mr. Alm's supplemental testimony he talked about reductions in
certain service contracts that the Company has.

Are you familiar with that, Ms. Sekimura?

MS. SEKIMURA: I'm familiar with Mr. Alm's

testimony.
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COMMISSIONER KONDO: Is he the better person to ask
him these guestions as to the dollar amount that the Company
has achieved in terms of savings or is that you?

MS. SEKIMURA: I don't have the specific dollar
amount asscclated with those savings.

COMMISSIONER KONDO: Has there been some savings?

MS. SEKIMURA: I believe there are some savings. T
don't -- I've not been able to quantify it around the Company.

COMMISSIONER KONDO: Who is the better person to
ask?

Who would know the answer to whether or not there's
been some savings from some of the service contracts that the
Company apparently tock a step to renegotiate?

MS. SEKIMURA: I would ask Mr. Giovanni in the part
supply area and --

COMMISSIONER KONDO: Okay. Like, for instance, I
know one of the contracts that Mr. Alm talks about is the
wireless provider contract.

Is that Mr. Giovanni that would be able to talk
about that?

MR. GIOVANNI: No, it's not.

COMMISSIONER KONDO: Okay. Who would be able to
talk about that?

Ms. Nanbu, what is your familiarity with the

contract?
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MS. NANBU: T've just talked to the people in the
ITS department who is working on trying to get a contract with
our wireless carriers and revise negotiated rates. I do
not -- the last I've heard was they're still in negotiations.
I'm trying tQ get a contract.

COMMISSTONER KCONDO: What about coentracts with
office vendors, office supply vendors, are you familiar with
those negotiations?

MS. NANBU: That's being done by the purchasing
division. My understanding is they're still working on trying
to get a contract offer, just generic-type office supplies;
but, my understanding, at this point, is the contract has not
been negotiated yet. It hasn't been completed. Revised
contract prices have not been negotiated.

COMMISSIONER KONDO: Thank you.

Mr. Gilovanni, maybe this is you, the Transformers.
I understand that the vendor has discounted the transformers;
is that correct?

MR, GIOVANNI: 'That's Mr. Young.

COMMISSTONER KONDO: Sorry.

MR. YOUNG: Commissioner Kondo, we have an alliance
with some vendors for transformers, and through this alliance,
we work with them to see what pricing measures, what
incentives of savings we can get while working with the

vendors.
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And so I'm not sure if there have been any savings
passed on, but I knew in terms of the alliance, we have
received benefits through the alliance of some savings in
years past; but, specifically, for the test year, I don't know
1f there has been any savings negotiated with them so far.

COMMISSIONER KONDO: Given that we'wve talked today
about looking beyond the test year and into the 2010 year, do
you expect to have savings from the alliance in the 2010 year?

MR. YOUNG: I can't specifically say yes or no
whether or not there is because we have a large power
transformer line and a small transformer line, so there's
multiple facets to this. I'm not sure which transformers
you're relating to, but to the extent that, I think, they're
going to have meeting, and they'll discuss that, and then
we'll find out whether or not any of these things will be
passed on to us.

In some years, there is no price change. In other
years, depending on whether or not there are scme design
savings of some other factors that can be used tc realize
those savings, then that would be passed on, if there are any.

COMMISSIONER KONDOQ: I apologize because, perhaps,
we're talking abcut two different things.

If I read from Mr. Alm's testimony it says, Further
savings come from ABD, Inc., which has offered price decreases

for distribution transformers to be shipped to Hawaiian
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Electric in the third quarter of 2009,

Are you familiar with that?

MR. YOUNG: Sorry, I'm not familiar with that.

COMMISSIONER KONDO: Do you know who would be
familiar --

MR, YOUNG: It would be my area. And what I'm
familiar with is that in the recent alliance meeting there
were some savings that could be passed on for capital
purchases for these power transformers for future projects, if
it's referring to the power -- distribution power 10 NBA
transformers, if it's related toc that, then there were some
savings they were passing on to us, but that relates to
capital purchases of that transformer eguipment, and that's my
familiarity with the ABD alliance that we have in place for
those 10 NBA distribution transformers.

COMMISSICNER KONDO: That's why I'm trying to
digest what you said but --

MR. YOUNG: Yes.

COMMISSIONER KONDO: -- are you basically telling
me that decrease has been passed on to the Company through ABD
in the third quarter of 20097

MR. YOUNG: Well, I'm not sure what the specific
decrease is.

COMMISSIONER KONDC: You mean the specific dollar

amount?
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MR. YOUNG: Yes, that's correct.

COMMISSICONER KONDO: But you're aware that there
has been a savings that has passed on, is that what you're
saying?

MR. YOUNG: Yes, that's my recollection.

COMMISSIONER KONDO: Who would know the amount of
the savings?

MR. YOUNG: We would have to find that from either
the engineering or purchasing people.

COMMISSIONER KONDO: Is this a savings you expect
to continue through 20107

MR. YOUNG: That's a difficult question to answer.
If the factor such as the commodity pricing and manufacturing
costs and other things that go into the manufacturing of the
transformer changes; so, sometimes these, other than commodity
prices, there are other Company costs that are passed on, the
overheads, the benefit, things like that, transporting costs,
other factors that get put into the price of the transformer;
so, 1it's a difficult question for me to answer, Mr. Kondo.

COMMISSTIONER KONDO: Okay, thank you.

Maybe this one is Mr. Giovanni.

In Mr. Alm's testimony he talks about Black &
Beach, proposing volume base discounts of up to 20 percent.

Are you aware of that?

MR. GIOVANNI: I am.
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CCMMISSIONER KONDQ: Could you talk about that a
little bit?

MR. GIOVANNI: We were -- through our engineering
department and power supply, we had negotiated what we call
a —-- we requested a consideration from Black & Beach for a
volume discount on engineering hours that are used for the
cumulative projects that they would do for us in any one time.

I'm not particularly aware of the details except
that I do believe it has a limited term. I'm not sure if it
does or how far it might extend into 2010.

COMMISSIONER KONDO: Who would be more familiar
with the discussion than yourself?

MR. YOUNG: Dr. Munger, who's the manager of the
power supply engineering department.

COMMISSIONER KONDO: Is he a scheduled witness?

MR. WILLIAMS: He is a scheduled witness on the
capital projects panel.

COMMISSICONER KONDO: Do you have any understanding,
Mr., Giovanni as to the dollar value of the 20 percent
disccunt?

MR. GIOVANNI: No, I don't have a specific
knowledge of that, but Dr. Munger knows =--

COMMISSIONER KONDO: All right. Thank you.

MR. GICOVANNI: -- or should or will.

COMMISSIONER KONDO: All right. Thank you.
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CHATRMAN CALIBOSO: And, I think, we're all done
with this panel.

Are there any other questions from the Cocmmission
or Staff; if not, the partiés can take a few minutes.

I wanted to at least ask if any of the parties

wanted to ask questions of each other and cross-examine each

other?

MR. WILLIAMS: Mr. Chairman, we do not have
guestions.

CHATRMAN CALIBOSO: Thank you.

The Consumer Advocate.

MR. ITOMURA: The Consumer Advocate has no
questions.

CHAIRMAN CALIBOSO: Thank you.

MR. MCCORMICK: No questions‘from the Department of
Defense.

CHAIRMAN CALIBOSO: All right.

MR. MCCORMICK: However, not being an expert
witness and being an attorney, I have no problems in making a
recommendation to the Commissicn; and, that is any decision
normally should be based on the most recent Iinformation.
There's much that was not known at the time that the agreement
was signed.

However, the reason we do not think that it's

appropriate to abandon that agreement is because, as was
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mentioned, many faétors will continue to change.

The other option is that you go over and you
basically start this whole rate proceeding all over as a new
rate proceeding by evaluating every littie factor.

And so our position is that we encourage the
Commission to use those significant items that are the most
recent information, but read it in light of the fact that the
agreement was achieved as a step we believe in the right
direction, that no party got everything they wanted, but it's
a basis for‘the future referrals in the futuré cooperation of
the parties as we work through these issues in fufure rate
hearings.

MR. HEMPLING: Thank you.

COMMISSIONER KONDO: Could I ask a question about
that?

I find that answer to be a little inconsistent. It
seems to me you're saying look at the most recent information,
but, as I understand from Mr. Brosch and Mr. Carver, maybe you
touched something here, it affects something someplace else,
that you have an agreement.

MR. MCCORMICK: Right.

COMMISSTONER KONDO: Right. So how do suggest to
the Commission --

MR. MCCORMICK: What I'm saying is if the

Commission were to find something to be so significant that
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you feel that having not known that at the time we signed our
agreement made it in legal terms, a bilateral mistake, you'd
be thinking you'd throw out the agreement.

I'm just trying to say the parties realize that
there's important information that, perhaps, we didn't know at
the time, We do not think in our position that it's
significant enough to throw out the agreement. We think that
there are other consideraticns, like you say, where they
balance out, where overall they achieved the purposes we're
looking for.

The Commission may disagree and think something is
more significance but we do not. That's what I'm I saying.

COMMISSIONER KONDO: All right. Thank you,

CHATRMAN CALIBOSO: All right. So I understand the
parties don't want to ask questions of each other, so that
should be it for this panel.

We will recess until tomeorrow morning at 9 a.m.

We are in recess.

Before I let y'all go, I know it's a little
uncomfortable. The air conditioning I checked is working and
it's on. T think we're just overloading it. And Ms. Alaquin
nad already asked for Friday Aloha attire; so, why don't —- if
it's okay with all of you, why don't we make coat and ties
opticnal for the rest of the week.

MR. MCCORMICK: Thanks. We have already done so.
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MR. WILLIAMS: Thank you very much.
CHAIRMAN CALIBOSQ: All right.
(Whereupon, at 5 p.m., the hearing was adjourned

and is to be resumed on Tuesday, October 27, 2009, at 9 a.m.)
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